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CERRO CORPORATION
39 Sooth LaSalle Street
Chicago, Illinois 60603

(312) 372-3090

NOTICE OF SPECIAL MEETING OF STOCKHOLDERS

v- To THE STOCKHOLDERS:
NOTICE is HEREBY GIVEN that a Special Meeting of Stockholders of CERRO CORPORATION, a New

York corporation ("Cerro"), will be held at the New York Hilton Hotel, 1335 Avenue of the Americas,
New York, New York on February 24, 1976, at 10:30 a.m., local time, for the following purposes:

1. To consider and take action upon a proposal to approve the Agreement and Plan of
Merger and the Exchange Agreement, each dated as of January 15, 1976, copies of which are
attached to the accompanying Proxy Statement as Exhibits A and B, respectively and under the
terms of which (i) GL Corporation, a Delaware corporation ("GL"), will exchange all the out-
standing shares of the capital stock of The Marmon Group, Inc. (Michigan), a Delaware corpora-
tion ("Marmon") for 5,000,000 newly issued shares of the Common Stock of Cerro-Marmon
Corporation, a Delaware corporation ("Cerro-Marmon"), entitled to four votes per share, and
(ii) then Cerro would merge into Cerro-Marmon, with the outstanding shares of common stock
of Cerro held by persons other than Marmon being exchanged for an equal number of shares of
Preferred Stock of Cerro-Marmon entitled to one vote per share.

As a result of the consummation of the business combination contemplated by the Agreement
and Plan of Merger and the Exchange Agreement, GL would acquire all the outstanding shares of
Common Stock of Cerro-Marmon (representing a minimum of approximately 82% of the voting
interest in Cerro-Marmon), the outstanding shares of common stock of Cerro held by persons other
than Marmon (presently 4,324,970 shares) would be changed into an equal number of shares of
Preferred Stock of Cerro-Marmon (representing a maximum of approximately 18% of the voting
interest in Cerro-Marmon), Marmon would become a wholly owned subsidiary of Cerro-Mannon,
and Cerro would, in effect, be reincorporated in Delaware under the name Cerro-Marmon Cor-
poration.

2. To transact such other business as may properly come before the meeting, or any adjourn-
ment or adjournments thereof.

The Transfer Books of Cerro will not be closed. Only stockholders of record at the close of business
on January 22, 1976 will be entitled to notice of, and to vote at, the meeting. A stockholder who
elects to dissent from the adoption of the Agreement and Plan of Merger and the Exchange Agreement
will be entitled to exercise appraisal rights. A statement with respect to the rights of dissenting stock-
holders is set forth in the Proxy Statement under the caption "Rights of Dissenting Stockholders of Cerro."

By Order of the Board of Directors

Chicago, Illinois KENNETH D. ARCHER
January 26, 1976 Vice President and Secretary

The Proxy Statement accompanying this Notice also constitutes the Prospectus of Cerro-Marmon
Corporation relating to the proposed distribution of its shares of $2.25 Cumulative Series A Preferred
Stock pursuant to the proposed business combination.

WHETHER OR NOT YOU EXPECT TO BE PRESENT AT THE MEETING, PLEASE
COMPLETE, DATE AND SIGN THE ENCLOSED PROXY CARD FOR THE SHARES HELD
BY YOU. AN ADDRESSED ENVELOPE IS ENCLOSED FOR YOUR CONVENIENCE. NO
POSTAGE IS REQUIRED IF MAILED IN THE UNITED STATES.
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CERRO CORPORATION

Prospectus and
Proxy Statement for Special Meeting of Stockholders

to be held February 24, 1976

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES
AND EXCHANGE COMMISSION NOR HAS THE COMMISSION PASSED UPON

THE ACCURACY OR ADEQUACY OF THIS PROSPECTUS AND PROXY
STATEMENT. ANY REPRESENTATION TO THE CONTRARY IS

A CRIMINAL OFFENSE.

SUMMARY INFORMATION ABOUT THE PROPOSED BUSINESS COMBINATION

The following paragraphs summarize certain major features of the proposed business combination.
The summary should be read in conjunction with, and is qualified in its entirety by reference to, the
remainder of this Prospectus and Proxy Statement, including all of the Exhibits hereto.

Parties

The parties to the proposed business combination are GL Corporation, The Marmon Group, Inc.
(Michigan), Cerro Corporation and Cerro-Mannon Corporation, referred to as GL, Mannon, Cerro,
and Cerro-Mannon, respectively. GL is a private holding corporation. Marmon is a diversified manu-
facturer. See "Business and Properties of Marmon", p. 81. Cerro is a diversified manufacturer also
engaged in coal mining and other mining operations, trucking and real estate activities. See "Business
and Properties of Cerro", p. 47. Cerro-Marmon is a Delaware corporation newly organized to acquire
the businesses of Cerro.

The Basic Transaction «nd the Preferred Stock

The basic transaction involves (1) the conversion of the publicly held common stock (55% of the
total shares outstanding) of Cerro into Preferred Stock, of Cerro-Marmon upon the merger of Cerro into
Cerro-Marmon, and (2) an acquisition of all the common stock of Cerro-Mannon by GL (which
presently, indirectly, owns 45% of the outstanding common stock of Cerro).

The Preferred Stock, having a par value of SI.00 per share, will be designated $2.25 Cumulative
Series A Preferred Stock and will have an annual dividend preference of $2.25 per share and a redemption
price and a liquidation preference of $22 per share.

The Preferred Stock may be called for redemption, in whole or in part, beginning April 1, 1981, and
will be entitled, beginning the first business day in January 1982, and annually thereafter, to sinking fund
payments sufficient to retire annually 6%% of the issued Preferred Stock and the entire issue by the end of
the 20th year after the business combination. Dividend and sinking fund payments are subject to restrictive

No person is authorized to give any information or to make any representations other than those
contained in this Prospectus and Proxy Statement, and, if given or made, such information most not
be relied upon as having been authorized. Neither (he delivery of this Prospectus nor any distribution
of securities registered herennder shall, under any circumstances, create any implication that there has
been no change in the affairs of Cerro or Marmon since the date hereof.

The date of this Prospectus and Proxy Statement is January 26, 1976.
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provisions in any agreement or instrument to which Cerro-Marmon may be subject from time to time.
See "Description of Capital Stock of Cerro-Mannon", p. 92.

Conflicts of Interest; PubUc Share Vote Determinative

Conflicts of interest exist among the parties. GL is the holder of all the capital stock of Mannon. The
Pritzker family (including Jay A. Pritzker and Robert A. Pritzker who are Chairman of the Board and
President, respectively, of Cerro, Marmon anH fil.i owns beneficially all the capital stock of GL.
Mannon owns approximately 45% of the stock of Cerro. Accordingly, all the parties to the business
combination are controlled directly or indirectly by the Pritzker family. All but three of Cerro's nine
directors are employed by either Cerro or Marraon. One of such three directors is a Senior Vice
President and Director of Smith, Barney & Co. Incorporated which was retained by the Business Combi-
nation Committee to render its opinion as to the fairness of the business combination from a financial
viewpoint. See "Conflicts of Interests", p. 5.

Marmon will not vote in favor of the business combination unless a majority of the other shares
voted at the meeting are voted in favor. Therefore, the stockholders of Cerro other than Mannon can
determine whether or not the business combination can take place. See "Voting on the Business
Combination", p. 3.

Business Combination Negotiations

The Board of Directors of Cerro appointed a Committee to represent Cerro stockholders in negotia-
tions with GL and Marmon since Marmon controls Cerro. This Committee consists of two outside
directors of Cerro and two stockholders who were formerly officers and directors of Cerro. The Com-
mittee requested Smith, Barney & Co., Incorporated, an investment banking firm, to render an opinion
as to the fairness of the proposed business combination from a financial viewpoint. A description of the
opinion can be found on pp. 6-7. The opinion is included as Exhibit C to this Prospectus and Proxy
Statement. Smith, Barney, in rendering its opinion, considered various factors relating to the business and
properties of Cerro and the terms of the Series A Preferred Stock. In arriving at its opinion, Smith,
Barney, did not make or obtain independent evaluations of the physical assets, mineral reserves or rights
or real properties of Cerro. It has assumed the accuracy and completeness of the financial and other
information furnished to or otherwise used by it, including that contained in this Prospectus and Proxy
Statement. The opinion of Smith, Barney is based on the circumstances existing at the date of the opinion
and no further opinion will be rendered prior to consummation of die business combination. Such firm
has rendered investment banking services for Cerro in the past and received substantial fees and also acted
as co-dealer manager of the tender offer by GL for Cerro's common stock. Sec "The Business Combination
Committee", pp. 5 through 8 for further information about the Committee, its report and the opinion of
Smith, Barney. Mr. Jay A. Pritzker, who is Chairman of the Boards of GL, Mannon and Cerro, con-
ducted negotiations on behalf of GL and Marmon.

Structure of the Business Combination

The proposed business combination would be accomplished by GL exchanging all the capital
stock of Marmon for 5,000,000 newly issued shares of Common Stock of Cerro-Mannon Corporation,
a newly formed Delaware corporation, with Cerro thereafter merging into Cerro-Marmon. As a result,
GL would acquire all the outstanding Common Stock of Cerro-Marmon (representing a minimum of
approximately 82% of the voting interest in Cerro-Marmon) and stockholders of Cerro other than
Mannon would receive one share of Preferred Stock for each share of common stock of Cerro held
(representing in the aggregate a maximum of approximately 18% of the voting interest in Cerro-
Marmon). See "Introductory Statement", p. 1.
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PreMBt Corporate Structure

CORPORATE STRUCTURE

(before and after business combination)

PropoMd Corporate Structure

GL

(hoMf 100% of onMaadbf capital
ctock of Mannon)

GL

(hold* 100% of outstanding com-
mon ftock of Cctro-Mirmon wttb
82% of voting righto)

Manoon

(holds 45% of oaMandtnc i
dock of Cerro)

Ccrro-Marmon [fuccenor to bori-
BCSM* of Cerro]

(holds 100% of outstanding capital
stock of Mannon)

Stockholder! of Cerro-Mar-
moo other than GL bold
Series A Preferred Stock
(18% of Tottag right*)

Cerro

(55% of outstanding commoai ftock
held by ftockboUen other than
Mannon)

Trading
Cerro-Mannon intends to apply, upon receipt of an opinion of eligibility, for listing of the Preferred

Stock on the American Stock Exchange. The business combination is not conditioned on such listing.
If the Preferred Stock is not listed, it is anticipated that it will trade in the over the counter market.
The most significant factor in determining the market price of the Preferred Stock is likely to be the
dividend rate, and therefore the Preferred Stock is unlikely to trade at the liquidation preference or the
redemption price. See.'Trading Market for the Preferred Stock", pp. 2-3. For trading price information
on the Cerro common stock see "Market Prices", pp. iv-v in this Summary.

Results of and Reasons for the Business Combination
For GL, the business combination will result in its owning all the Common Stock of Cerro-Mannon,

thereby permitting it to hold the residual equity interest in Cerro-Marmon and to benefit from the cur-
rent residual equity and any growth therein. In addition, it will permit GL (a) to further combine the
management and other resources of Cerro and Marmon, thereby allowing inter-company transactions
between Cerro and Marmon that could be beneficial to both but which are presently restricted because
of possible conflicts of interests and (b) to consolidate Cerro-Marmon and Marmon for financial
reporting purposes and consolidate Cerro-Marmon with GL for tax purposes. Mannon will receive
from Cerro-Mannon a capital contribution of $25 million to allow it to reduce indebtedness incurred in
connection with the acquisition of Cerro common stock. For GL and Marraon such results are the
principal reasons for the business combination. For the Cerro stockholders, the business combination
will result in the exchange of common stock of Cerro for Preferred Stock of Cerro-Marmon having a
cumulative dividend, a sinking fund and a liquidation preference over the Common Stock of Cerro-

111
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Marmon. For further information as to the results of and reasons for the business combination, see
"Results of and Reasons for the Business Combination", p. 4.

Appraisal Rights
Stockholders of Cerro who dissent from adoption of the proposed business combination are entitled

to appraisal rights and to receive payment for their shares in cash, provided they act in strict compliance
with provisions of Section 623 of the Business Corporation Law of New York. A negative vote does
not constitute a sufficient written oojection. A stockholder voting "for" the merger may not assert
appraisal rights. The holders of shares represented by proxies will not be qualified to exercise appraisal
rights with respect to such shares unless proxies in favor of the business combination (or not expressing
any contrary direction) are revoked prior to the voting thereof. See "Rights of Dissenting Stockholders
of Cerro", pp. 96-97.

Dividend on Consummation of the Business Combination

Cerro-Marmon has agreed to pay to all stockholders of record of Cerro on the date of consum-
mation of the business combination or their assigns an amount per share equal to a quarterly dividend
of $.30 per share pro rated from January 1, 1976 to the date of consummation on the basis of the
actual number of days elapsed in the quarter ended March 31, 1976. Payment will be made, in the
event of consummation of the business combination, by Cerro-Marmon upon surrender and exchange
by the stockholder of common stock of Cerro for certificates of Preferred Stock of Cerro-Marmon
or upon submission, by dissenters, of Cerro common stock certificates to the Transfer Agent. Payment
will be made to the stockholder receiving the Preferred Stock, and to the dissenter submitting certificates
to the transfer agent, but in each case without interest. Payment will be made to Marmon in respect
of Cerro common stock held by it upon consummation.

Tax Consequences

A ruling has been requested from the Internal Revenue Service to the effect that (1) the business
combination will not be a taxable transaction for Cerro, Cerro-Marmon, or GL, and (2) the exchange of
common stock of Cerro for Preferred Stock of Cerro-Marmon will not be a taxable transaction to Cerro
stockholders participating therein. The business combination will not be consummated unless ruling*
substantially to such effect are received from the Internal Revenue Service. However, constructive
dividends (in addition to cash dividends) subject to Federal income taxation may, to the extent the
trading price of Cerro common stock on the date of the business combination is less than $20 per share,
be deemed distributed to Preferred Stockholders, although Cerro believes that such treatment should not
result under the terms of the business combination. See "Federal Income Tax Consequences Con-
structive Dividend", p. 11.

Market Prices

All of the shares of common stock of Marmon are owned by GL and there is no public market
therefor.

The following table sets forth for the periods indicated the range of reported high and low selling
prices of Cerro common stock on the New York Stock Exchange:

1972:
First Quarter ..
Second Quarter
Third Quarter .
Fourth Quarter .

16%
15%
17V4

Low

13%
12%
12%

IV
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High Low^
1973:

First Quarter 16%
Second Quarter
Third Quarter
Fourth Quarter 17V* 13

1974:
First Quarter 19% 13%
Second Quarter 19V£ 14
Third Quarter 19'/i 11 Vi
Fourth Quarter 13V4 HVi

1975:
First Quarter 15 11%
Second Quarter 17V4 12V6
Third Quarter 17Vi 13%
Foimh Quarter 17V4 14V6

1976:
First Quarter (through January 23, 1976) 18W 17

On November 18, 1975, the last trading date before the announcement of the terms of the Preferred
Stock, and on January .., 1976, the day before mailing this Proxy Statement, the closing prices on
the New York Stock Exchange of Cerro common stock were $15.75 and $ . . . . per share, respectively.
The tender offer of GL for common stock of Cerro initiated on June 26, 1974 was at a price of $19.00
per share.

Comparative Per Share Data

The tabulation below, per Cerro common share, sets forth on a per share basis for the periods
indicated the historical Cerro earnings and dividends and the Cerro pro forma earnings (giving effect to
the various acquisitions of Cerro during 1974 and 1975, as if Cerro had acquired such businesses at
the beginning of 1974). Also included is the per share book value, per share net tangible book value
and per share net current asset value of Cerro at September 30, 1975. The tabulation, per Marmon
common share, sets forth on a per share basis for the periods indicated, the historical Marmon earnings
and the Marmon pro forma earnings (giving effect to Marmon's interest in Cerro, as if Cerro had made
its various acquisitions of businesses during 1974 and 1975 at the beginning of 1974 and as if Marmon
had acquired its interest in Cerro at the beginning of 1974). Also included is the per share book value
of Marmon at September 30, 1975. The tabulation, per Cerro-Marmon Preferred Share, sets forth on
a per share basis the dividend and liquidation preference and redemption price of the Preferred Stock
to be issued by Cerro-Marmon in connection with the business combination. The tabulation per Cerro-
Marmon Common Share, of which GL will be the sole holder, sets forth on a per share basis for the periods
indicated, the pro forma combined earnings of Cerro-Marmon. Also included is the pro forma per
share book value of Cerro-Marmon at September 30, 1975.

The effect of the pro forma combining adjustments (giving effect to the business combination as a
purchase of net assets of Cerro at a price substantially less than the carrying value of the net assets on the
books of Cerro) is to increase significantly the amounts shown for pro forma combined net income of
Cerro-Marmon (such adjustment will not result in any increase in cash provided by operations) and to de-
crease significantly the pro forma book value of Cerro-Marmon from amounts which would be obtained by
combining the financial statements of Cerro and Marmon without giving effect to the purchase accounting
adjustments. Reference is made to Notes 2 and 5 to the pro forma condensed combined financial state-
ments for the basis of such adjustments. For further information on the purchase cost of the net assets
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of Cerro and the significant effects on the pro forma consolidated financial statements of Cerro-Mannon,
see "The Business Combination—Accounting Treatment"

The Mannon per share amounts have been presented to provide a basis for comparing GL's interest
in Cerro and Mannon before the business combination (such interest is represented by GL's ownership of
all the stock of Mannon and, through Mannon, of 45% of the stock of Cerro) and after giving effect to
the business combination. Accordingly, the common stock per share data with respect to Marraon is
based on 5,000,000 shares of common stock, the number of shares that GL will hold in Cerro-Mannon
after the business comoinauon.

The amounts shown in the tabulations are based on the historical financial statements of Cerro and
Mannon, and the pro forma condensed financial statements of Cerro, Mannon and Cerro-Mannon appear-
ing elsewhere herein and should be read in conjunction with such statements and the notes thereto.

Year Ended December 31,
1970 1971 1972 1973

Nine Month*
Ended

September
1*74 30,1975

PER CERRO COMMON SHARE
Earnings:

Historical —
Earnings (loss) from continuing opera-

tions $ .56 $.27 $1.07 $1.86 $2.01 $(.31)
Earnings (loss) before extraordinary items 1.99 .31 2.33 5.94 2.01 (.31)
Net earnings (loss) 1.65 .19 2.10 .44 2.01 (.31)

Pro forma net earnings (loss) 3.12 (.31)
Dividends:

Cash 1.60 .80 .60 .75 1.05 .90
Stock 5% 5% — — — _

Book value at September 30,1975 43.42
Net tangible book value at September 30, 1975 41.11
Net current asset value at September 30, 1975* 21.78

PER MARMON COMMON SHARE
Earnings:

Historical net earnings 93 1.16 1.29 1.90 3.55 3.68
Pro forma net earnings • 5,57 3tgg

Book value at September 30,1975 19 01

PER PROPOSED CERRO-MARMON PREFERRED SHARE
Dividends—$2.25 annual rate 2 25
Extent of liquidation preference and redemp-

tion price 22.00

PER PROPOSED CERRO-MARMON COMMON SHARE
Pro forma net earnings (after deducting net

earnings applicable to preferred stock) ... 7.93 4 32
Pro forma book value at September 30, 1975

(after deducting preferred liquidation prefer-
ence> 17.94

• Excludes realty assets and liabilities which are not included in current assets or current liabilities
in Cerro's consolidated financial statements. See Note 15 to Cerro's financial statements.

VI
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INTRODUCTORY STATEMENT
General

This Prospectus and Proxy Statement (hereinafter referred to as this "Proxy Statement") is furnished
in connection with the solicitation of proxies by the management of Cerro Corporation, a New York
corporation ("Cerro"), for use at the Special Meeting of Stockholders to be held on hebruary 24,*1:976~,"
and at any adjournment thereof, and was first mailed on January .., 1976. The purpose of the meeting
is to take action upon a business combination involving the proposed issuance by Cerro-Marmon Corpo-
ration, a newly organized Delaware corporation ("Cerro-Marmon"), of its common stock (the "Common
Stock") to GL Corporation, a Delaware Corporation ("GL"), in exchange for all of the outstanding
capital stock of The Marmon Group, Inc. (Michigan), a Delaware corporation ("Marmon"), and the
proposed merger of Cerro into Cerro-Marmon pursuant to which stockholders of Cerro (other than
Marmon) will receive preferred stock of Cerro-Marmon. The issuance of Cerro-Marmon Common Stock
to GL in exchange for the capital stock of Marmon and such merger are referred to herein as the
"business combination." All of the parties to the business combination are controlled directly or in-
directly by the Pritzker family. See "Voting on the Business Combination."

In accordance with the Agreement and Plan of Merger dated as of January IS, 1976 between
Cerro and Cerro-Marmon (the "Merger Agreement"), and the Exchange Agreement dated as of
January 15, 1976 among Cerro, Cerro-Marmon, GL and Marmon (the "Exchange Agreement"),
copies of which are attached hereto as Exhibits A and B, respectively, each stockholder of Cerro other
than Marmon (whose shares of Cerro common stock along with such stock held in Cerro's treasury will
be cancelled) will receive in exchange for his shares of Cerro common stock an equal number of shares
of preferred stock (the "Preferred Stock") of Cerro-Marmon. In the event that no additional shares of
Cerro common stock are issued pursuant to the exercise of Ccrro stock options prior to the business
combination and assuming no stockholder of Cerro exercises his appraisal rights, an aggregate of 4,324,970
shares of Preferred Stock (representing approximately 18% of the voting interest in Cerro-Marmon) will
be issued for all the outstanding Cerro common stock held by persons other than Marmon.

Also upon the consummation of the business combination, GL, a private corporation wholly owned
beneficially by members of the Pritzker family (see "Voting on the Business Combination") and the
holder of all the capital stock of Marmon, will have received an aggregate of 5,000,000 shares of Com-
mon Stock of Cerro-Marmon (representing all the outstanding Common Stock of, and a minimum of
approximately 82% of the voting interest in, Cerro-Marmon) in exchange for the capital stock of
Marmon, Marmon will have become a wholly owned subsidiary of Cerro-Marmon and Cerro, in effect,
will have reincorporated in Delaware. (See "Effect of Rcincorporation in Delaware.")

Certain Information Abont The Preferred Stock

The Preferred Stock will be entitled to cumulative dividends, when declared by the Board of Directors,
at the annual rate of $2.25 per share, payable quarterly, will be non-callable prior to April 1, 1981, and
redeemable thereafter, in whole or in part, at the election of Cerro-Marmon at a redemption price of $22
per share, plus accrued dividends, and will be entitled to a preference to the extent of $22 per share on liqui-
dation or dissolution of Cerro-Marmon, plus accrued dividends. The Preferred Stock will be entitled,
beginning the first business day in January 1982 and annually thereafter to sinking fund purchases, at the
redemption price, sufficient to retire annually 6% % of the Preferred Stock issued and the entire issue of
Preferred Stock by the end of the 20th year after the business combination. Shares of Preferred Stock
acquired or redeemed by Cerrc-Marmon otherwise than through sinking fund purchases may, at the
option of Cerro-Marmon, be credited against sinking fund requirements.

Dividend payments and sinking fund payments can be made only out of assets of Cerro-Marmon
legally available therefor and are subject to the limitations contained in any loan instrument or agree-
ment to which Cerro-Marmon will be subject at the effective date of the business combination or may
become subject from time to time thereafter. At September 30, 1975 Cerro-Marmon would have had
unrestricted retained earnings of approximately $35.9 million for the payment of dividends and sinking
funds in respect of the Preferred Stock under the provisions of Cerro's note agreement, as amended,
to which Cerro-Marmon will be subject after the business combination. However, under such amended
note agreement, dividend and sinking fund payments will not be permitted if working capital of Cerro-
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Mannon as defined, falls below $125,000,000. At September 30, 1975, after giving effect to the busi-
ness combination, Cerro-Mannon would have had available approximately $22,000,000 for the payment
of dividends and sinking funds under this more restrictive limitation. Available dividend capacities will
vary under this latter limitation from time to time in accordance with changes in current assets and
current liabilities of Cerro-Mannon. Mannon is subject to a loan agreement relating to Mannon indebt-
edness in the principal amount of $68 million (to be reduced to $43 million as a result of the capital con-
tribution by Cerro-Marmon to Mannon after the business combination) which limits annual dividend pay-
ments and requires substantial payments of principal beginning November 1976, which payments will
reduce its avauaoie cash anu uicicuy further restrict, during the term of the loan, its ability to pay dividends
to Cerro-Marmon. For further information on such principal payment requirements of Mannon and the
dividend and sinking fund payment restrictions to which both Cerro-Marmon and Mannon will be subject
after the business combination, see "Description of Capital Stock of Cerro-Marmon—Certain Restrictions
Imposed by Long-Term Debt." The Preferred Stock of Cerro-Marmon will have one vote per share and the
Common Stock will have four votes per share. They will vote together as a single class on all matters, ex-
cept that the Preferred Stock will be entitled to a class vote on certain matters affecting the Preferred Stock.

The terms of the Preferred Stock were negotiated on behalf of the stockholders of Cerro other than
Mannon by the Business Combination Committee appointed by the Board of Directors for such purpose.
See "The Business Combination—The Business Combination Committee." The Preferred Stock, which
will be designated $2.25 Cumulative Series A Preferred Stock, will be the first series of the authorized
preferred stock of Cerro-Mannon to be issued. The Board of Directors of Cerro-Mannon will have the
right to issue additional series of preferred stock without the vote of holders of the Series A Preferred
Stock for corporate purposes including acquiring the minority interests in current subsidiaries of Cerro,
such as Golconda Corporation, and under certain circumstances, for any corporate purposes. No restric-
tions are placed on the issuance by the Board of Directors, for corporate purposes, of additional series of
preferred stock ranking junior to the Preferred Stock. For further information about the terms and rights
of the Preferred Stock, see "Description of Capital Slock of Cerro-Marmon."

In certain circumstances, constructive dividends (in addition to cash dividends) subject to Fed-
eral income taxation may, to the extent the trading price of Cerro common stock on the date of the
business combination is less than $20 per share, be deemed distributed to Preferred Stockholders, although
Cerro believes that such treatment should not result under the terms of the business combination. See
"Federal Income Tax Consequences—Constructive Dividend."

GL and Mannon have in the past operated as private companies, and in the past after acquisition
of controlling interests in other companies, have acquired the remaining interest held by the stockholders
in those companies. See "Business and Properties of Marmon—Litigation." Five years after the date
of issue, the Preferred Stock becomes callable at the redemption price, plus accrued dividends. Cerro-
Marmon has the right at any time thereafter to redeem the Preferred Stock, in whole or in part, and may
do so.

Change of Voting Interests
After the business combination, GL will have a minimum of approximately 82% of the voting

interest in Cerro-Marmon and the present public stockholders of Cerro will have a maximum of approxi-
mately 18% of the voting interest. GL's percentage of the voting interest will increase to the extent that
appraisal rights are exercised by the public stockholders of Cerro. The Preferred Stock and the
Common Stock will have non-cumulative voting rights, which means that GL, as the holder of the
Common Stock, will be able to elect all the directors. For information about the right of holders of the
Preferred Stock, under certain circumstances, to elect directors, see "Description of Capital Stock of
Cerro-Marmon." Marmon, which is wholly owned by GL, presently has approximately 45% of the
voting interest in Cerro and exercises control of Cerro. See "Management of Cerro" and "Management of
Marmon." The public stockholders of Cerro now have approximately 55% of the voting interest in
Cerro. If the business combination is approved and takes place, GL will control Cerro-Marmon.
Trading Market for the Preferred Stock

The common stock of Cerro is presently listed on the New York Stock Exchange The New York
Stock Exchange will not permit the listing of a preferred stock of a corporation unless the common
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stock of such corporation is also listed on that exchange. Since the Common Stock of Cerro-Mannon
will be held by GL after the business combination, Cerro intends to apply to the American Stock Exchange
for the listing of the Preferred Stock of Cerro-Marmon upon receipt of an opinion of eligibility for listing.
The business combination, however, is not conditioned upou sutn w>uii%. u the rrcieiTed Stock is
not so listed, it is anticipated that it will be traded in the over-the-counter market. It is anticipated that
the market prices of the Preferred Stock will fluctuate and will be determined principally by available
returns from comparable investments, Cerro-Marmon's results of operations and its ability to meet
dividend and sinking fund requirements, general business and market conditions, the volume of trading
which develops in the Preferred Stock, and other factors. • The most significant factor in determining the
market price of the Preferred Stock is likely to be the dividend rate, and therefore the Preferred Stock
is unlikely to trade at the liquidation preference or redemption price.

Following the business combination, Cerro-Marmon will be required to file periodic reports with
the Securities and Exchange Commission and to submit annual reports to its Preferred Stockholders. So
long as any Preferred Stock remains outstanding Cerro-Marmon will file such reports with the Securities
and Exchange Commission and submit such annual reports to the holders of Preferred Stock.

Voting on the Business Combination

The only outstanding voting security of Cerro is its common stock. As of the close of business
on January 22, 1976, the record date for determining stockholders entitled to notice of, and to vote
at the meeting, there were 7,911,267 shares of Cerro common stock issued and outstanding, each of
which entitles the holder to one vote. Adoption of the Merger Agreement and the Exchange Agreement
will require the affirmative vote of the holders of at least two-thirds of the issued and outstanding
shares of Cerro common stock entitled to vote thereon, or not less than 5,274,178 shares.

As of the record date, the only person which held of record or, to the knowledge of Cerro,
beneficially more than 10% of the outstanding shares of Cerro common stock was Marmon, which
owned 3,586,297 shares (approximately 45% of the outstanding shares). GL is the holder of all
of the outstanding capital stock of Marmon. The Pritzker family which consists of the descendants,
and certain of their spouses, of the late Nicholas J. Pritzker (including Jay A. Pritzker and Robert A.
Pritzker, who are the Chairman of the Board and President, respectively, of Cerro, Marmon and GL)
is the beneficial owner of 100% of the stock of GL. See "Management of Cerro" and "Management of
Marmon" as well as "Transactions with Pritzker Family Affiliates" and "Certain Transactions" under
the respective caption.

Marmon has agreed (i) to be present at the meeting for quorum purposes and (ii) to vote its
shares of Cerro common stock in favor of the business combination by adopting the Merger Agreement
and the Exchange Agreement only if a majority of the other shares of Cerro common stock voted at the
meeting are voted in favor of the adoption of the Merger Agreement and the Exchange Agreement.

Shares represented by properly completed and executed proxies, unless previously revoked, will
be voted in accordance with the directions on the proxies. In the absence of any contrary direction,
proxies will be voted in favor of the adoption of the Merger Agreement and the Exchange Agreement. A
stockholder may revoke his proxy at any time before it is voted by riling with Cerro a written revocation
or a duly executed proxy bearing a later date. A stockholder attending the meeting in person may
revoke his proxy and vote in person if he desires to do so, but attendance at the meeting will not itself
revoke his proxy.

Appraisal Rights

Stockholders of Cerro who dissent from adoption of the Merger Agreement and the Exchange
Agreement are entitled to appraisal rights and to receive payment for their shares in cash provided they
act in strict compliance with the provisions of Section 623 of the Business Corporation Law of the State of
New York. Such dissent must be filed in writing with Cerro before the vote is taken at the meeting
if the stockholder intends to demand payment for his shares in the event the business combination is
consummated. A negative vote does not constitute a sufficient written objection which complies with the
statute. In addition, the holders of shares represented by proxies will not be qualified to exercise appraisal
rights with respect to such shares unless proxies in favor of the business combination (or not expressing
any contrary direction) are revoked prior to the voting thereof. See "Rights of Dissenting Stockholders
of Cerro."
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THE BUSINESS COMBINATION

Genual

On June 26, 1974, GL, which then owned 813,100 shares of Cerro common stock acquired from
January through *May 1974 in private and open market purchases, made a tender offer (the "Offer")
for 1,500,000 shares of Cerro common stock at $19 per share. In excess of 3,250,000 shares of
Cerro' common stock were tendered in response to the Offer. For business and tax considerations
.-;rt;nn at. tV time, only 2,773,197 shares, or 85% of the shares tendered, were accepted. The 813,100
shares of Cerro common stock owned by GL prior to the Offer and the shares acquired by GL pursuant
to the Offer (representing together approximately 45% of the outstanding shares of Cerro) were trans-
ferred by GL to Mannon. Merger discussions were initiated to determine whether a merger of Cerro and
Marmon would be appropriate. On September 26, 1974, GL formally terminated the merger negotia-
tions. For further information with respect to the termination of such negotiations, see "Management
of Cerro—Change of Management-Litigation," and for information as to a subsequent proposal to pur-
chase Cerro common stock held by Marmon see "Management of Cerro—Stock Purchase Proposal".

In the spring of 1975 Mannon advised Cerro and Cerro reported to its stockholders that Mannon was
again considering a possible merger or other aquisition transaction with Cerro and that it intended to
make a proposal, which could involve the issuance to the stockholders of Cerro of a security other than
common stock. The proposed business combination is the result of such proposal by Mannon and the
evaluation and negotiation thereof by the Business Combination Committee. See "The Business Com-
bination Committee."

Reasons for the Structure of the Business Combination

GL and Marmon desired to effect the business combination through the direct merger of Cerro and
Mannon. However, debt and other restrictions in a note agreement between Cerro and certain institu-
tional lenders, under which there is presently outstanding approximately $24 million of indebtedness,
prohibit a direct merger. See "Capitalization." The institutional lenders, have consented to the proposed
structure whereby Marmon, after the business combination, will become a wholly owned subsidiary of
Cerro-Marmon. Certain proposed amendments to the note agreement of Cerro and the loan agreement
of Marmon will become effective after consummation of the business combination. See "Description of
Capital Stock of Cerro-Marmon—Certain Restrictions Imposed by Long-Term Debt".

Results of and Reasons for the Business Combination

For GL, the business combination will result in its owning all the Common Stock of Cerro-Marmon,
thereby permitting it to hold the residual equity interest in Cerro-Marmon and to benefit from the cur-
rent residual equity and any growth therein. In addition, it will permit GL (a) to further combine the
management and other resources of Cerro and Marmon, thereby allowing inter-company transactions
between Cerro and Marmon that could be beneficial to both but which are presently restricted because
of possible conflicts of interests and (b) to consolidate Cerro-Mannon and Mannon for financial
reporting purposes and consolidate Cerro-Marmon with GL for tax purposes. Marmon will receive from
Cerro-Marmon a capital contribution of $25 million to allow it to reduce indebtedness incurred hi con-
nection with the acquisition of Cerro stock. For GL and Marmon such results are the principal reasons
for the business combination.

It is presently contemplated that subsequent to the business combination, certain of the copper
fabricating operations of Cerro and Marmon will be integrated. Other combinations may be considered
if economies and operating efficiencies can be achieved thereby. It is also contemplated that certain
management personnel of Cerro will function in similar capacities for Marmon. For further information
as to intentions of management, see also "Organization and Operation After the Business Combination".
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No party to the business combination will receive any immediate tax benefit upon consummation of
the business combination and the inclusion of Cerro and its subsidiaries in the GL tax affiliated group.
Over a period of time, GL, by having an additional member in the GL tax affiliated group, such as Cerro-
Mannon, will benefit because it will have anotner IUA enmy in wnicn u wui hold the entire residual equity
interest to offset either earnings or losses, as the case may be, from time to time. Moreover, gains or
losses on certain intercompany transactions (between Cerro-Marmon and Marmon) will be postponed
until transactions outside the GL tax affiliated group occur.

Cerro-Marmon and its subsidiaries will be contingently liable for the Federal income tax liability
attributable to GL and its subsidiaries for each year in which they are included in the consolidated
Federal income tax return filed by GL. Marmon and its subsidiaries are similarly liable for each year
in which they were included in said consolidated return. GL has agreed to indemnify Cerro-Marmon
and Marmon and their respective subsidiaries against any such contingent liability that may arise and,
as described under the caption "Tax Sharing Agreement and Related Contingent Liabilities", to permit
Cerro-Marmon to retain certain tax sharing payments that otherwise would be payable to GL. For
further information describing such income tax liabilities, the indemnity with respect thereto and such
tax sharing arrangements, see "Tax Sharing Agreement and Related Contingent Liabilities".

For the Cerro stockholders the business combination will result in the exchange of common stock
of Cerro for Preferred Stock having a cumulative dividend, a sinking fund beginning on the first business
day in January 1982 and a liquidation preference over the Common Stock of Cerro-Marmon. The
Preferred Stock will not be redeemable until April 1, 1981. The combined enterprise will have greater
diversity and a broader earning base than Cerro presently has. See "Description of Capital Stock of
Cerro-Marmon."

Conflicts of Interest

Conflicts of interest exist among the parties. All but three of Cerro's nine directors and certain of
its officers are employed by either Cerro or Marmon. One of the three directors of Cerro is a Senior
Vice President and Director of Smith, Barney & Co. Incorporated, which has been retained by the
Business Combination Committee to render its opinion as to the fairness of the business combination from
a financial viewpoint. Mr. Jay A. Pritzker is Chairman of the Board of Cerro, Marmon and GL, and
Mr. Robert A. Pritzker is President and a director of each of such companies. As a result thereof and
of the ownership by Marmon of approximately 45% of the outstanding common stock of Cerro, Marmon
controls Cerro. See "Management of Cerro" and "Management of Marmon".

The Business Combination Committee

Formation and Membership

The Board of Directors of Cerro on September 19, 1975 appointed a Committee to represent Cerro
stockholders (other than Marmon) in connection with the business combination since Marmon controls
Cerro. The Committee, whose members served without compensation, consists of Lewis B. Harder and
G. Willing Pepper (both of whom are directors, but not employees, of Cerro) and two stockholders,
Robert P. Koenig and Richard H. Lewin. None of the members of the Committee are affiliated with
Marmon, GL, or any other enterprises affiliated with the Pritzker family, except as stated herein. The
Committee was empowered to negotiate the terms of a proposed combination that would be fair to the
Cerro stockholders other than Marmon and to report its recommendation to the Cerro Board. It was
also empowered to add one additional member from among the Cerro stockholders, to retain independent
legal counsel and to choose an investment banking firm to analyze the terms of the business combination
and to advise the Committee on their fairness. Mr. Harder is Chairman and Chief Executive Officer
of International Mining Corporation and Mr. Pepper is Chairman of the Board of The Institute for
Cancer Research (see "Management of Cerro"). Mr. Koenig is a former Director and President and
Chief Executive Officer of Cerro. He served as President and Chief Executive Officer from 1951 to
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June 1970. He served as Chairman of the Board of Cerro from June 1970 to May 1972. Since
June 15, 1975, be has been a consultant to Cerro on its mining businesses. In such latter capacity
Mr. Koenig has been paid $14,384 through October 31, 1975. Mr. Lewin was a Director and a
Vice President of Cerro from 1957 until May 1972. Messrs. Lewin and Koenig own 44,324 and
106,459 shares of Cerro common stock, respectively (members of Mr. Koenig's family own 3,337 shares
of Cerro common stock, as to which Mr. Koenig disclaims beneficial ownership). The Committee de-
cided not to choose a fifth member. Cerro and Mannon have agreed to indemnify the members of the
Committee against liabilities resulting from their service on the Committee and Cerro has agreed to
pay the fees of the independent legal counsel which the Committee has retained.

Jay A. Pritzker, Chairman of the Board of GL, Marmon and Cerro, acted as the principal negotiator
on behalf of GL and Mannon.

Smith, Barney & Co. Incorporated

The Committee requested Smith, Barney & Co. Incorporated ("Smith, Barney") to render an opinion
as to the fairness of the terms of the business combination from a financial viewpoint to the stockholders
of Cerro other than Mannon. Smith, Barney has delivered to the Committee and the Board of Directors
of Cerro its opinion, a copy of which is attached hereto as Exhibit C, to the effect that the terms of the
proposed business combination are, from a financial viewpoint, fair to such stockholders.

Smith, Barney has advised the Committee and the Board of Directors that in analyzing the proposed
business combination in order to form its opinion, it studied financial information with respect to Cerro
and Marmon and, to a limited extent, GL, furnished to it by such companies, respectively; reviewed the
Registration Statement filed with the Securities and Exchange Commission of which this Proxy Statement
forms a part and other information provided to it by Cerro and Mannon relating to their operations and
investments described in the Registration Statement; discussed the businesses, operations and prospects
of Cerro and Marmon with certain of the respective officers and representatives of, and counsel and
auditors for, such companies; discussed with others certain of the operations and investments of Cerro;
visited certain of the facilities of Cerro and Mannon; analyzed published information (including financial
information) relating to the businesses of a number of other companies which appeared to it in certain
respects comparable to certain of the operations conducted by Cerro; reviewed the historical price ranges
of the Cerro common stock on the New York Stock Exchange from 1968 to the date of the opinion; and
reviewed such other information as it deemed relevant. Smith, Barney also noted that it had reviewed
appraisals of certain assets of Cerro which, with the exception of appraisals relating to certain real estate
assets held by Leadership Housing, Inc., were prepared primarily upon a replacement cost basis (as indi-
cated by Cerro, in many cases for insurance purposes) and that the valuations contained in such appraisals
were in the aggregate substantially higher than the depreciated cost of such assets as they appear on
Cerro's books. Smith, Barney has also stated that it reviewed the terms of the Preferred Stock as set
forth herein, the terms of, and yields available on, certain other industrial preferred stock issues, yields
available on certain recently issued non-industrial preferred stock issues, reviewed such other financial
considerations relating to Cerro-Marmon as it deemed relevant, and made such other analyses and
examinations as it deemed necessary in arriving at its opinion.

As part of its analysis of the terms of the business combination, Smith, Barney stated that it
considered possible net values which might be realized in a hypothetical liquidation of each of the
operating businesses of Cerro and of the other, non-operating, assets of Cerro over an assumed time
period not exceeding two years. The analysis of the liquidation of the operating businesses was considered
both hi terms of possible sales as ongoing businesses and in terms of an orderly disposition of individual
assets. This analysis, which was stated to be intended only as a reasonable estimate of the net proceeds
which might be derived from such a liquidation if informed prospective buyers were available resulted
in a hypothetical liquidation value in the range of approximately $23.70 to $24.50 per Cerro common
share. The Smith, Barney opinion stated, however, that such value might differ substantially from the
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net proceeds per Cerro common share which would be derived from an actual liquidation because of
market conditions existing at the time of sale, the underlying motivations and assumptions of a given
buyer, and the uncertainties of —•*-.--' --•» !-»»>™«tion»l economic and political conditions and that
such factors could result in net proceeds from any actual liquidation which would be significantly higher
or lower than such estimate.

In connection with its opinion, Smith, Barney stated that it considered the Preferred Stock to have
a per share value in the range of $20.50 to $21.25, but that such range is not necessarily the range
within which the Preferred Stock will initially or ultimately trade.

Smith, Barney stated that its opinion is a summary of oral and written presentations to the Com-
mittee including a detailed Report previously submitted to the Committee and to the Board of Directors
of Cerro, and, further, that such Report, although not containing all the information reviewed, nor
describing all the factors which have influenced its opinion, set forth in detail the framework of Smith,
Barney's analysis.

In arriving at its opinion, Smith, Barney noted that it considered as significant the uncertainties
and time involved in an asset liquidation. Smith, Barney also noted that, in arriving at its opinion, it
did not make or obtain independent evaluations of the physical assets, mineral reserves or rights, or real
properties of Cerro, and furthermore, because of the nature of many of the assets and investments of
Cerro, data with respect to recent sales of similar properties was generally not available. Smith, Barney
noted that it has not undertaken physical inspection of properties outside the United States and that its
inspection of other properties was limited by time and other factors. Smith, Barney also stated that
although it has engaged in the above-described discussions and other activities with respect to the
business, operations and prospects of Cerro and Marmon, and made certain analyses, it has assumed
the accuracy and completeness of the financial and other information furnished to it, including that
contained in the Registration Statement, and of the other information used by it which it obtained
from published and other sources.

The opinion of Smith, Bamey, described above, is based on the circumstances existing at the date
of the opinion and no further opinion will be rendered prior to consummation of the business combination.

Smith, Bamey made, on behalf of Cerro, preliminary evaluations from a financial point of view of
the merger proposals discussed by Cerro and Marmon in 1974. Two proposals were so evaluated at that
time. One involved an exchange of preferred stock for common stock of stockholders other than Marmon,
and the other involved an exchange of a new class of common stock for the common stock of such stock-
holders. For a description of such proposals and the preliminary evaluations of Smith, Barney as to their
fairness, see "Management of Cerro—Change of Management-Litigation". Smith, Barney has for a
number of years acted as the investment banker for Cerro. Thomas F. Githens, a Director of Cerro, is a
Senior Vice President and Director of Smith, Barney. Smith, Barney also acted as Co-Dealer Manager
of the Offer by GL for Cerro common stock referred to above for which it received fees of approximately
587,000 including approximately $27,000 as a soliciting dealer. In addition, since January 1, 1973,
Cerro has paid Smith, Barney approximately $575,000 for various investment banking services. Included
in such amount was $150,000 paid in connection with the merger negotiations terminated by GL in
September 1974. Cerro and Smith, Barney agreed that such amount would be applied to any work done
by Smith, Barney on any subsequent merger proposal between Cerro and Marmon and that the maximum
additional fee payable in that connection would be $150,000. As compensation for its services in render-
ing its opinion, Smith, Barney will be paid a fee of $150,000 (plus disbursements and up to $60,000 for
fees and disbursements of its legal counsel) by Cerro-Marmon if the business combination is consum-
mated or by Cerro if the business combination is not consummated. Both Cerro and Marmon have each
severally agreed to indemnify Smith, Bamey against certain liabilities in connection with the business
combination.

Opinion of the Business Combination Committee
The Committee has reviewed this Proxy Statement and its related exhibits from a financial view-

point, including the opinion of Smith, Bamey relating to the fairness of the terms from a financial view-
point of the proposed business combination described herein. Based on this review, and assuming the
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accuracy and completeness of the documents reviewed, the Committee has advised the Board of Directors
of Cerro that in its judgment from a financial viewpoint the terms of the proposed business combination
are fair to the Cerro stockholders other than Mannon under the circumstances existing on the date hereof.

Approval of Cerro Board
The Board of Directors of Cerro has approved the terms of the business combination as being fair

to Cerro and to such stockholders. All but three of Cerro's nine directors are employed by either Cerro
or Mannon. See "Conflicts of Interest", "Management of Cerro" and "Management of Mannon".

Exchange of Shares in Connection with the Business Combination
On the effective date of the merger of Cerro into Cerro-Marmon, each share of outstanding common

stock of Cerro held by persons other than Mannon will be converted, by reason of such merger, into
one share of Preferred Stock of Ccrro-Marmon.

Promptly after the effective date of the business combination, transmittal forms will be sent to the
holders of Cerro common stock, other than Mannon, to be used in forwarding their stock certificates to
Irving Trust Company, the Exchange Agent for such stockholders, for surrender and exchange for cer-
tificates representing Preferred Stock of Cerro-Marmon. Until such surrender, each certificate repre-
senting shares of Cerro common stock will be deemed for all corporate purposes after the business
combination to evidence ownership of a like number of shares of Preferred Stock of Cerro-Marmon,
except that until such surrender the holder of the certificate will not receive dividends on the Preferred
Stock of Cerro-Marmon paid subsequent to the business combination. Cerro-Marmon has agreed to
pay a dividend to stockholders of record of Cerro, or their assigns, on the date of consummation of the
business combination. See "Summary Information About the Proposed Business Combination—Divi-
dend on Consummation of the Business Combination". No service charges, brokerage commissions or
transfer taxes will be payable by such holders of Cerro common stock in connection with the exchange of
their shares of Cerro common stock for shares of Preferred Stock of Cerro-Marmon. Adoption of the
business combination by the stockholders of Cerro will be deemed to constitute approval of the appoint-
ment of Irving Trust Company as Exchange Agent.

Employee stock options to purchase shares of Cerro common stock outstanding at the effective time
of the business combination will be converted into options to purchase an equivalent number of shares of
Preferred Stock of Cerro-Marmon. As of the date hereof the total number of shares of Cerro common
stock that could be purchased pursuant to the outstanding options is 45,184 shares, and such number of
shares are included in those reserved for issuance pursuant to options which may be required to be
granted pursuant to the existing agreements of Cerro. See note 10 to Cerro's financial statements.

Accounting Treatment
Management of Cerro and Mannon have been advised by their respective independent accountants

that, in their opinions, Accounting Principles Board Opinion No. 16 on Business Combinations requires
that the proposed business combination be accounted for as a purchase of the net assets of Cerro.
Accordingly, the consolidated balance sheet of Cerro-Marmon will reflect Marmon's assets (excluding
its investment in Cerro) and liabilities at the amounts in Marmon's historical financial statements and
Cerro's assets and liabilities at adjusted amounts determined by allocating the purchase cost to these
assets and liabilities. Opinion No. 16 provides that the purchase cost should be allocated on the basis
of the fair values of Cerro's net assets at dates of purchase. Management believes that fair values of
certain of Cerro's noncurrent assets, including realty assets, are not presently determinabie and, accord-
ingly, it is not possible to fully allocate the purchase cost on such basis. Management believes that the
allocation of the purchase cost to Cerro's net assets as set forth in the notes to the pro forma combined
condensed financial statements included elsewhere herein is reasonable and appropriate under present
circumstances.

At September 30, 1975, the aggregate of (1) Marmon's investment in Cerro's common stock of
$77.2 million, (2) the estimated value of the Cerro-Marmon Preferred Stock to be issued of $89.7
million (determined on the basis of an estimated value of $20.75 per share, which value was determined
by the Board of Directors of Cerro based on various considerations including the range of values specified
in the Report of Smith, Barney described under "The Business Combination Committee—Smith, Barney
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& Co. Incorporated"), and (3) estimated acquisition costs of $1.5 million, is approximately $175 million
less than the amounts at which the net assets of Cerro are included in its historical balance sheet at
September 30, 1975 Th,. ner share value of the Preferred Stock is an estimate made solely for purposes
of preparing the pro forma financial statements. No assurance can be given that such amount will be
the trading price of the Preferred Stock. See 'Trading Market for the Preferred Stock".

The pro forma adjustments to reflect the $175 million reduction in Cerro's net assets have been
applied principally to Cerro's non-current assets, including realty assets, resulting in a substantial reduction
in the amounts at which such assets are included in the pro forma combined balance sheet from the
amounts in Cerro's historical balance sheet at September 30, 1975. Further, the effect of such adjustments
of Cerro's net assets is to increase significantly the amount of Cerro-Marmon's pro forma combined net
income, owing principally to the substantial reductions in depreciation and amortization expense and the
elimination of the net losses incurred in the realty operations. Such adjustments will not result in any
increase in the cash provided by operations.

The proposed combination is to be a non-taxable transaction for Cerro and Cerro-Marmon; therefore,
no change will occur in the income tax basis of Cerro's net assets, and the increase in net income described
above resulting from adjustments giving effect to the business combination will not be subject to income
tax.

For further information concerning the allocation of purchase cost and the significant effects of
such allocation on the consolidated financial statements of Cerro-Marmon, see the "Pro Forma Combined
Condensed Balance Sheet", the "Pro Forma Combined Condensed Statements of Operations" and the
notes thereto included elsewhere herein.

Business of Cerro

Cerro and its subsidiaries are engaged in the manufacture and sale of refined copper, copper
and brass mill products, electric wire and cable and valves, fittings, regulators and other control
equipment for pressurized gases; coal mining and other mining operations; common carrier motor freight
operations; and real estate operations. A wholly owned subsidiary, Cerro Sales Corporation, conducts
world-wide trading activities in nonferrous refined metals, concentrates and other raw materials including
copper, lead, zinc, silver and bismuth. Cerro also has a 22.25% interest in Southern Peru Copper
Corporation, a company which operates a large copper mine in Peru; a 12% interest in an iron ore
mining venture in Australia; and various interests in several relatively small mining and manufacturing
companies in Peru. See "Business and Properties of Cerro" and "Cerro Management's Discussion and
Analysis of the Consolidated Statement of Earnings (Loss)" for a detailed description of the business
of Cerro and an explanation of its operating results.

Business of Mannon

As stated above, Mannon is a wholly owned subsidiary of GL. Mannon directly and through
subsidiaries is engaged in five basic lines of business: the distribution of steel pipe and tubing and the
manufacture and fabrication of copper and aluminum tubing; the manufacture of products for use princi-
pally in the automotive industry; the design and manufacture of equipment used in the mining industry;
the manufacture of building products and equipment; and the manufacture of specialized equipment for
use principally in the agricultural industry. See "Business and Properties of Marraon" and "Mannon
Management's Discussion and Analysis of Earnings" for a detailed description of the business of Mannon
and an explanation of its operating results.

Organization and Operations After (be Business Combination

It is presently contemplated that after the business combination Cerro-Marmon will be operated as
a separate subsidiary of GL and that the present directors and officers of Cerro (see "Management of
Cerro"), will be directors and officers of Cerro-Marraon and that the present directors and officers of
Mannon will continue as such. It is the policy of the present managements of Cerro and Marmon
to review periodically their assets and businesses to determine whether such assets and businesses are

9 LS 000934

MARGRP CDAdm-1225



achieving an acceptable earned return on invested capital (including borrowings) and on sales. Accord-
ingly, after the business combination, Cerro-Marmon may sell certain assets or businesses of either
Cerro or Marmon and acquire other assets or businesses if in the judgment of the management of Cerro-
Marmon improved returns can be realized. While no such sales are presently under negotiation, Cerro's
management presently believes that Cerro's resources would be best employed in domestic manufacturing
and coal mining operations and may act accordingly.

Certain Long-Term Debt of Cerro-Marmon and Marmon
Cerro-Marmon will continue to be bound by the covenants of the Cerro note agreement with its

institutional lenders which include financial restrictions upon the payment of dividends on any class
of its stock, including the Preferred Stock. Marmon incurred approximately >68 million of short-term
indebtedness to finance its acquisition of Cerro common stock. Such indebtedness was refinanced
by a seven-year term loan (see "Capitalization"). Such indebtedness will, upon consummation of the
business combination, continue to be the obligation of Marmon. The instrument under which such
indebtedness was issued includes covenants which require substantial payments of principal beginning
November 1976 and includes restrictions on the payment of dividends by Marnion. See "Description of
Capital Stock of Cerro-Marmon—Certain Restrictions Imposed by Long-Term Debt."

Capital Contribution to Marmon

After the business combination has been consummated, it is intended that Cerro-Marmon will
contribute $25 million to the capital of Marmon in order to permit Marmon to prepay $25 million of
Marmon's long term indebtedness described in the preceding paragraph. Further capital contributions
are not presently contemplated. As a result of such capital contribution, such funds will not be available
for other corporate purposes of Cerro-Marmon.

Federal Income Tax Consequences

The Exchange
Application has been made to the Internal Revenue Service for a ruling to the effect that the issuance

by Cerro-Marmon of its Common Stock to GL, in exchange for all of the outstanding capital stock of
Marmon, will constitute a tax-free exchange within the meaning of Section 351 (a) of the Internal Revenue
Code of 1954, as amended (the "Code") and, accordingly: (1) no gain or loss will be recognized by GL
on the transfer of the capital stock of Marmon to Cerro-Marmon in exchange for the Common Stock of
Cerro-Marmon; (2) the basis of the capital stock of Marmon in the hands of Cetro-Marraon will be the
same as the basis of said stock in the hands of GL immediately before the exchange as described below;
(3) the holding period of the Marmon stock received by Cerro-Marmon pursuant to the exchange will
include the period during which said stock was held by GL; (4) the basis of the Common Stock of
Cerro-Marmon received by GL will be the same as the basis of the Marmon stock transferred in exchange
therefor; and (5) the holding period of the Cerro-Marmon Common Stock received by GL will include
the period during which the Marmon stock transferred in exchange therefor was held by GL. Although
Cerro is awaiting the response of the Internal Revenue Service with respect to said ruling application,
Cerro has been advised by the Internal Revenue Service that the common stock of Cerro held by Marmon
will be treated, for Federal income tax purposes, as if it had been distributed to GL immediately prior to
the exchange. As a consequence, the basis of the capital stock of Marmon in the hands of GL will be
reduced in an amount equal to the adjusted basis of the Cerro common stock in the hands of Marmon,
but this reduction should not affect the aggregate basis to GL of its Cerro-Marmon stock referred to above.

The Merger
The application further requests a ruling to the effect that the merger of Cerro into Cerro-Marmon

and the exchange of Cerro common stock for the Preferred Stock of Cerro-Marmon by the stockholders
of Cerro other than Marmon (whose shares of Cerro common stock will be cancelled in connection
with the merger) will be treated for Federal income tax purposes as a reorganization within the meaning
of Section 368 (a ) ( l ) (A) of the Code and accordingly: (1) neither gain nor loss will be recognized by
Cerro or Cerro-Marmon upon the merger of Cerro into Cerro-Marmon; (2) the basis of the Cerro assets
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received by Cerro-Mannon will be the same as the basis of such assets in the hands of Cerro immediately
prior to the merger; (3) the holding period of the Cerro assets acquired by Cerro-Mannon will include
the holding period of those assets in the hands of Cerro; (4) no gain or loss will be recognized by any
stocicnoiuci OL c*vro, except liiuse stockholders who avail themselves of the appraisal rights described
under "Rights of Dissenting Stockholders of Cerro" whose gain or loss will be treated as long-term
capital gain or loss if their Cerro common stock was a capital asset in their bands and was held for more
than six months and except as discussed below under "Constructive Dividend"; (5) the basis of the
Preferred Stock received by the stockholders of Cerro will be the same as the basis of the Cerro
common stock surrendered in exchange therefor; and (6) the holding period of the Preferred Stock
received by the shareholders of Cerro will include the period during which the Cerro common stock
surrendered in exchange therefore was held. Rulings are also requested that: (7) the Preferred Stock
received by the stockholders of Cerro will not be "Section 306" stock within the meaning of Sec-
tion 306(c) of the Code; and (8) neither gain nor loss will be recognized by Cerro-Mannon upon
issuance of the Preferred Stock to the stockholders of Cerro. The merger of Cerro into Cerro-Marmon
under Section 368(a)(l)(A) of the Code will also terminate Cerro's year for tax reporting purposes and
will therefore have the effect of reducing by one year the period in which any existing net operating
loss-carry-overs or similar tax attributes may be utilized by Cerro-Marmon. See Notes E and F ("Income
Taxes" and "Discontinued Operations—Cerro de Pasco Corporation") to "Consolidated Statement of
Earnings (Loss)—Cerro."

Constructive Dividend
The Internal Revenue Service has been requested in such ruling application to rule

that the exchange of Cerro common stock for Cerro-Marmon Preferred Stock will not result in a
constructive dividend distribution under Section 305 of the Code if the fair market value of the
Cerro common stock is equal to or greater than $20.00 on the date of the exchange. (The date of the
exchange will occur as soon as practicable after the date of the special meeting of the stockholders of
Cerro.) However, if the fair market value of the Cerro common stock at said date is less than
$20.00 per share, such ruling will not be binding and the Internal Revenue Service may possibly take
the position that the difference between the redemption price of $22.00 and 110% of such fair market
value constitutes a dividend distribution taxable as ordinary income in equal annual increments over
the five year period during which the Cerro-Marmon Preferred Stock may not be redeemed. Cerro
believes that a taxable Section 305 dividend should not result from the proposed exchange since the
terms of the Preferred Stock (including the dividend and redemption terms) are appropriate for the
exchange involved. Cerro has been advised by Messrs. Levenfeld, Kanter, Baskes & Lippitz, its tax
counsel, that if the market price of the Cerro common stock is not substantially below $20.00 at the
date of the exchange, it is not expected the Internal Revenue Service would affirmatively assert that
the Cerro-Marmon Preferred Stockholders should be treated as having received a taxable Section 305
dividend, and further, that if such an assertion were made, there is a sound basis for it to be judicially
reversed. For information on the closing price of Cerro common stock on the New York Stock
Exchange on the day prior to mailing this Proxy Statement, see "Summary Information About the Pro-
posed Business Combination—Market Prices."

Consolidated Income Tax Returns
At present, both Cerro and its subsidiaries (the "Cerro Affiliated Group") and GL and its subsidiar-

ies (the "GL Affiliated Group") constitute separate "affiliated groups" within the meaning of Section
1504(a) of the Code, of which Cerro and GL, respectively, are the common parents. Both groups
file consolidated Federal income tax returns on a calendar year basis. On the effective date of the business
combination, the existence of the Cerro Affiliated Group as a separate affiliated group will be terminated
for Federal income tax purposes. Upon the business combination, the former members of the Cerro
Affiliated Group will become members of the GL Affiliated Group of which GL will remain the com-
mon parent, and the subsequent operating results of the former members of the Cerro Affiliated
Group will be combined with the GL Affiliated Group for Federal income tax purposes. The former
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members of the Cerro Affiliated Group will retain their respective corporate tax attributes, including
net operating loss carryovers, which will be available to reduce the post-merger income of the former
member of the Cerro Affiliated Group which generated such carryover, but not the post-merger income
of any other former member of the Cerro Affiliated Group or any other member of the GL Affiliated Group.

Ruling Requirement
The business combination will not be consummated unless rulings substantially to the effect described

under the captions "The Exchange" and "The Merger" above are obtained, and the conditions of fact
necessary to binding effect of such rulings are satisfied. Specifically, the binding effect of such ruling* >
conditioned upon the fact that holders of no more than approximately five percent of the outstanding
Cerro common stock assert and perfect rights of appraisal to receive payment for their shares in cash.
Consummation of the business combination is not conditioned on obtaining the ruling described under
the caption "Constructive Dividend".

Tax Sharing Agreement and Related Contingent Liabilities

Marmon is a party to a Federal income tax sharing agreement with GL and its subsidiaries pursuant
to which Marmon pays GL an amount equal to the Federal income taxes which Marmon would have
been required to pay if it and its subsidiaries filed a consolidated Federal income tax return separate
from GL and its other subsidiaries. Notwithstanding the tax sharing payments made to GL by Marmon,
as a member of the GL Affiliated Group, Marmon is and will remain contingently liable for Federal
income taxes of said group (including taxes attributable to income of other members) for each year in
which a consolidated return has been filed during which Marmon and its subsidiaries (the "Marmon
Affiliated Group") were members of the GL Affiliated Group and included in the GL consolidated
Federal income tax return.

On the effective date of the business combination, GL will own approximately 82% of the voting
stock of Cerro-Marmon which percentage will satisfy the control requirement necessary for the riling
of a consolidated Federal income tax return. Cerro-Marmon, therefore, will be included in the GL con-
solidated Federal income tax return. Cerro-Marmon and its subsidiaries will be contingently liable for the
Federal income tax liability attributable to GL and its subsidiaries for each year in which they are included
in the consolidated Federal income tax return filed by GL. As indicated below, GL has agreed to
indemnify Cerro-Marmon, Marmon and their subsidiaries against any such liabilities and to permit
Cerro-Marmon to retain certain tax sharing payments otherwise payable.

Cerre-Marmon and its subsidiaries will adopt a tax sharing agreement (the "Agreement") which
provides for tax sharing payments to those members of the GL Affiliated Group (including Cerro-
Marmon) whose income tax attributes are utilized to reduce the consolidated Federal income tax liability
of the GL Affiliated Group as a whole. The Agreement provides, however, that (1) the current
losses of Cerro-Marmon and its current subsidiaries other than the Marmon Affiliated Group (the
"Cerro Affiliated Group") and thereafter the current losses of the Marmon Affiliated Group, will be
utilized in any current taxable period (and tax sharing payments relating thereto shall be allocated to
the Cerro Affiliated Group and thereafter to the Marmon Affiliated Group) before the losses of any
other members of the GL Affiliated Group are utilized in allocating the tax sharing payments to be
made by members of the GL Affiliated Group; (2) the benefit derived from a consolidated net
operating loss carry-back shall be allocated first to the Cerro Affiliated Group and then to the Marmon
Affiliated Group, to the extent that the tax attributes of any member of either of said groups contributed to
the available consolidated net operating loss carry-back; (3) the benefit derived from the application of a net
operating loss carryover shall be allocated first to the Cerro Affiliated Group and then to the Mannon
Affiliated Group, to the extent that a net operating loss carryover of any member of either of said groups
would have been absorbed by the current income of such group if such group filed a separate consolidated
Federal income tax return; (4) the members of the Cerro Affiliated Group will not be required to make
any tax sharing payments to GL during any current period unless the Cerro Affiliated Group would have
been required to pay Federal income taxes if its Federal income tax liability were computed as a separate
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affiliated group, and (5) all payments that are required from members of the Cerro Affiliated Group
during the period commencing with the effectiveness of the Agreement shall not in the aggregate exceed
the aggregate liability which such group would have incurred had its Federal income tax liability been
separately computed during such period. The Agreement further provides that the members of the Cerro
Affiliated Group shall not be required to make any tax sharing payments during any taxable period in
which Cerro-Marmon has not currently paid all prescribed dividends or made sinking fund payments on
its Preferred Stock, and during all other taxable periods the members of the Cerro Affiliated Group shall
retain, without restriction, 50% of any tax sharing payments that would be due to any member of the
GL Affiliated Group. In addition, the Agreement provides that the Cerro Affiliated Group and the
Marmon Affiliated Group will be indemnified by GL for any direct or indirect liability that may arise
from the fact that each member of said groups will be contingently liable for the Federal income tax
liability attributable to GL and its other subsidiaries for each year in which the Marmon Affiliated Group
or the Cerro Affiliated Group or both were included in the consolidated Federal income tax return filed
byGL.

Cerro has heretofore entered into tax sharing agreements with certain of its subsidiaries (including
Leadership Housing, Inc.), and the Agreement provides that, if under such agreements with sub-
sidiaries, Cerro would be entitled to retain or recover any tax sharing payments, Cerro-Marmon shall
retain the same rights with respect to the former Cerro subsidiaries, notwithstanding any other provision
of the Agreement to the contrary. In the Agreement, GL also agrees that all tax sharing payments to
or from a member of the Cerro Affiliated Group shall be paid to Cerro-Marmon, as agent, for allocation
by Cerro-Marmon in a manner which will preserve these retained rights of Cerro-Marmon with respect
to former Cerro subsidiaries.

Other Tax Matters

On January 1, 1974, Cerro sustained a loss of approximately $135,000,000 (the "Expropriation
Loss") arising out of an expropriation by the Peruvian Government with respect to Cerro de Pasco
Corporation (hereinafter referred to as "Cerro de Pasco"). On January 22, 1974, the Internal Revenue
Service advised Cerro by a private ruling letter that it considered the Expropriation Loss to have resulted
in a loss sustained directly by Cerro as a result of a compulsory or involuntary conversion of the stock
of Cerro de Pasco and, further, that the Expropriation Loss qualified as an ordinary loss which could
be carried over and applied against the Cerro Affiliated Group's income for as long as ten years, to the
extent not so consumed during the taxable year in which it arose. Cerro succeeded to all rights and
liabilities of Cerro de Pasco by merger of Cerro de Pasco into Cerro in February, 1974. In November
1975 the Internal Revenue Service issued a public ruling on facts substantially identical to the Cerro de
Pasco expropriation holding that such expropriations will be treated as involuntary conversions of assets.
In. light of this position, the Internal Revenue Service has effectively reversed the substance of its earlier
private ruling to Cerro. While Cerro was aware for some time that the Internal Revenue Service was
reconsidering its position, it was not until the November 1975 ruling that Cerro was notified of the
change of policy. Since Cerro relied on the ruling of January 22, 1974, requests have been filed, which
are now under active consideration, seeking to have any change in position of the Internal Revenue Service
applied without retroactive effect, pursuant to Section 7805 (b) of the Code. If the revocation of the
January 22, 1974 private ruling is retroactively applied, Cerro may be required to establish the adjusted
basis of the Cerro de Pasco assets expropriated. Although Cerro believes that such adjusted basis can
be established, the problems of proof of basis in assets (as compared to basis in stock) may be more
difficult than required if the ruling were not reversed.

Reversal, retroactively, of the January 22, 1974 private ruling could also affect the technical ele-
ments for Cerro's substantiation of continued availability of its net operating loss carryover derived from
the Expropriation Loss. Such availability may be determined under Section 382(a) of the Code. Cerro
believes and has been advised by Messrs. Levenfeld, Kanter, Baskes & Lippitz, its tax counsel, that the
net operating loss carryover of Cerro should not be subject to disallowance under Section 382(a). Sec-
tion 382(a) of the Code and Section 1.1502-21 (e) of the Treasury Regulations thereunder provide, in
general, if: (i) at the end of any taxable year of a corporation the ten largest shareholders of the corpora-
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tion own a percentage of the total value of its outstanding stock which is at least 50 percentage points
more than they owned at either the beginning of such taxable year or the beginning of the corporation s
immediately prior year, and the increase is due to (a) purchases from unrelated parties or (b) redemp-
tions or other acquisitions of stock by the corporation (a condition hereinafter described as a "Change
of Ownership") and (ii) subsequent to the first stock ownership change considered in determining
existence of a Change of Ownership, any member of the affiliated group has not continued to carry on a
trade or business substantially the same as that conducted before any such change (a condition herein-
after described as a "Change of Business"), then the member's net operating losses may not be carried
over and deducted in that, or any subsequent, taxable year.

Since January 4, 1974, GL either directly or through Marmon has purchased approximately 45%
of the total outstanding stock of Cerro. If these purchases, when combined with any increases in per-
centage ownership of the next nine largest shareholders within the periods specified in Section 382(a)
mentioned above, should result in a Change of Ownership—which Cerro believes has not occurred—
Section 382(a) could still not be applied unless there were also a Change of Business. Regardless of
whether the Expropriation Loss, viewed as a taking of assets of Cerro de Pasco because of the reversal of
the January 22, 1974 private ruling, could be deemed to have resulted in a Change of Business in the
absence of other circumstances, Cerro and its subsidiaries have continued to be active in the mining busi-
ness (see "Business and Properties of Cerro—Business— Mining Group"). As previously stated above,
the net operating loss carryover of Cerro should therefore not be subject to disallowance under Section
382(a). For further information on Ceno's net operating loss carryover, see Note E ("Income Taxes")
to "Consolidated Statement of Earnings (Loss)—Cerro".

Effective Time, Conditions and Termination

It is expected that the business combination will become effective as soon as practicable after the
Special Meeting, if the stockholders of Cerro adopt the business combination. The discussion herein is
qualified in its entirety by reference to the Merger Agreement and the Exchange Agreement.

The Exchange Agreement contains, among other things, certain representations, warranties and
covenants by each of Cerro, Cerro-Marmon, GL and Marmon in connection with the business com-
bination. The representation of GL that the representations and warranties of Marmon are in all
material respects true and correct will survive the effectiveness of the business combination for one year.

The Exchange Agreement also sets forth certain conditions to the consummation of the business
combination. Among such conditions are the requirement that the necessary approval by the respective
stockholders of the parties be obtained, that the business combination be consummated not later than
March 31, 1976 or such later date (not later than April 30, 1976) as shall have been agreed upon in
writing by the parties and that certain opinions be obtained from counsel for Cerro and Cerro-Marmon,
in form and substance satisfactory to GL and Marmon, and from counsel for GL and special counsel
for Marmon, in form and substance satisfactory to Cerro, each relating to specified matters, receipt by
the parties of letters from certain independent accountants relating to certain specified information and
the receipt from the Internal Revenue Service of certain of the tax rulings referred to under the heading
"Federal Income Tax Consequences—Ruling Requirement."

The Exchange Agreement further provides that the business combination may be abandoned, notwith-
standing shareholder authorization, by mutual consent of the boards of directors of the parties, or by the
board of directors of any party if any of the conditions specified in the Exchange Agreement shall not have
been satisfied, or by the board of directors of Cerro, Cerro-Marmon, Marmon or GL if the holders of more
than four percent of the outstanding shares of Cerro common stock shall have asserted rights to appraisal
in order to receive payment for their shares. The Exchange Agreement also provides that the business
combination may be abandoned, notwithstanding shareholder authorization, by the board of directors
of any party if (i) there shall have been any litigation or proceedings involving or threatening Cerro or
Marmon or any of their subsidiaries, in which an unfavorable decision is, in the opinion of Cerro or
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Mannon, likely to (a) materially and adversely affect business, the operations or prospects of any party,
or (b) result in an unfavorable judicial determination with respect to the validity of the business com-
bination; (ii) the assets! business, results of operations or financial condition of any party shall have been
materially and adversely affected by any cause or for any reason; (iii) there shall have been proposed or
adopted any legislation or rule, regulation or order which materially and adversely affects, or may so affect,
the business or assets of Cerro or Mannon or which may hinder or prevent the business combination; (iv)
the Merger Agreement shall be terminated; or (v) the transactions contemplated by the Exchange

v': Agreement shall not be consummated prior to the time (the "Filing Time") when the certificate of
merger shall be filed by the New York Department of State or the Merger Agreement shall be filed
with the Delaware Secretary of State, whichever shall first occur.

The Exchange Agreement also provides that the parties may change any of the provisions thereof,
which change could include modifications in such manner as may be required in order to obtain the
ruling of the Internal Revenue Service referred to therein.

The Merger Agreement provides that it may be terminated by the board of directors of either
Cerro-Marmon or Cerro at any time prior to the Filing Time if the Exchange Agreement shall be aban-
doned or the merger shall not have become effective by March 31, 1976 or by such later date (not
later than April 30, 1976) as shall have been approved by the boards of directors of both companies.
The Merger Agreement also provides that it may be terminated at any time prior to the Filing Time
by the board of directors of Cerro-Marmon if Cerro shall fail to comply in any material respect with
any of its agreements contained in either the Merger Agreement or the Exchange Agreement, any repre-
sentations or warranties of Cerro contained in the Exchange Agreement shall be false in any material
respect, or any condition, for the benefit of Cerro-Marmon, in the Exchange Agreement shall not have
been satisfied. It further provides that it may be terminated at any time prior to the Filing Time by
the board of directors of Cerro if Cerro-Marmon shall fail to comply in any material respect with
any of its agreements contained in the Merger Agreement, or Cerro-Marmon, Mannon or GL shall fail
to comply in any material respect with any of their respective agreements contained in the Exchange
Agreement, any of the representations or warranties of Cerro-Marmon, Mannon or GL contained in
the Exchange Agreement shall be false in any material respect, or any condition, for the benefit of
Cerro, in the Exchange Agreement shall not have been satisfied. Finally, it is provided that the Merger
Agreement may be terminated at any time prior to the Filing Time by mutual consent of Cerro-Marmon
and Cerro expressed by action of their respective boards of directors.

The Merger Agreement provides that Cerro and Cerro-Marmon, by written agreement, may (a)
extend the time for the performance of the obligations or acts of the parties thereto, (b) waive any
inaccuracies in the representations and warranties contained in the Merger Agreement and the Exchange
Agreement or in any document delivered pursuant thereto, (c) waive compliance with any of the cove-
nants or agreements contained in the Merger Agreement or the Exchange Agreement and (d) change
any of the provisions of the Merger Agreement in order to obtain the tax ruling from the Internal
Revenue Service referred to above.

In connection with the foregoing, it should be noted that GL controls Cerro and Marmon and,
accordingly, could be in a position to determine any corporate action by either.

Restrictions Prior to the Business Combination
The Exchange Agreement provides that until the business combination shall have been consum-

mated or terminated, unless the prior written consent of the other is first obtained, neither Cerro nor
Marmon or any of their subsidiaries will (i) make any change in its authorized capital stock, (ii) issue
any stock, warrants or similar rights, (iii) declare or pay any stock dividend or effect any recapitaliza-
tion, split-up, combination, exchange of shares or other ^classification in respect of its outstanding shares
of capital stock, (iv) issue or transfer any shares of its capital stock (or securities convertible into or
exchangeable for such capital stock) except upon the exercise of stock options previously granted or
required to be granted, (v) purchase or otherwise acquire for consideration any outstanding shares of its
capital stock, or (vi) declare, pay or set apart in respect of its capital stock any dividends or other dis-
tributions or payments except cash dividends by Cerro on its common stock at a rate not greater than
$.30 per share per quarter.
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CAPITALIZATION

The following table sets forth the consolidated capitalization of Cerro and Mannon as of September 30,
1975 and the pro forma combined capitalization of Cerro-Mannon after giving effect to (1) the proposed
terms of the combination of Cerro and Mannon (Note 1) and (2) the planned prepayment of $25 million
of Marmon's long-term debt with funds obtained from Cerro-Mannon.

Cerro Maroon
Pro forma

Adjustment*

<$ fa (boom*)

Pro forma
Cerro-Mmnnon

Short-term debt:
Bank notes (3) $ 4,800 $11,000 $15,800
Current maturities of long-term debt .. 7,039 855 ?,3?4

Total short-term debt $ 11,839 $ 11,855 $ 23,694
Realty debt (includes current maturities)(4):

Mortgage notes $ 69,229 $ 69,229
Bank notes 44,375 44,375
Unsecured—6% to 10%, due to 1982 3,022 3,022

Total realty debt $116,626 $116,626
Long-term debt due after one year (5):

Secured—
Promissory notes to corporations

—9.5%, due to 1987 $ 35,000 $ 35,000
Lease-purchase obligations—3.5%

to 9.5%, due to 1994 $ 15,305 15.305
Other 8,846 341 9,187

Total 43,846 15.646 59,492
Unsecured—

Banks—V*% and 1% above
prime, due 1976 to 1981 . . . . 68,000 $ (25,000)(lb) 43,000

Other institutions—6% to 6V4 %,
due to 1987 31,810 (2aOO)(le) 29,610

Subordinated—12%, due to 1984 7,123 7123
Other 12,024 694 12,718

Total 50.957 68.694 (27.200) 92,451
Total long-term debt due

after one year $ 94,803 $ 84,340 S (27.200) $151,943
Stockholders' equity:

Capital stock (la, 6, 7 and 10):
Cerro Common Stock, par value

$3.33Vs per share; 15,000,000
shares authorized, 8,779,654
shares issued $29,265 $ (29,265) (la)

Mannon Common Stock, par value
$1 per share; 1,000 shares
authorized, issued and out-
standing $ i flHla*

Cerro-Mannon Preferred Stock, v M '
par value $1 per share;
10,000,000 shares to be autho-
rized, 4,324,970 shares to be
issued, (liquidation preference
and redemption value ot
$95,150,000) fiQ 74i M»\ «

Cerro-Marmon Common Stock, 89'743 (la) $

par value $1 per share;
10,000,000 shares to be autho-
rized, 5,000,000 shares to be

Other {Sin cap i t a l . . . . . ' ! ! . . ! . . . . 178,186 12,027 (ISS'.lSsYua) 7028
Retamed earnings (2) 152,385 83,001 (152385H1»X 81001
Treasury stock (868,387 common UOA-WJUa) 83,001

shares), at cost (16,319) 16 319 (la) _
Total stockholders' equity . . $343,517 $ 95,029 $(253J74) TTH772

See accompanying notes.
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NOTES:
(1) Pro forma adjustments:

(a) The proposed combination of Ccrro and Marmon is to be accounted for as a purchase of
Cerro by Marmon. Accordingly, the historical stockholders' equity of Cerro will be eliminated and
the historical stockholder's equity of Marmon, adjusted to reflect the estimated fair value of the
Cerro-Marmon preferred stock proposed to be issued ($89.7 million), will become the stockholders'
equity of Cerro-Marmon (see Cerro-Marmon pro forma financial statements included elsewhere
herein).

(b) Reflects the proposed prepayment of $25 million of Marmon's long-term debt ($68 million
of which was incurred to finance Marmon's acquisition of Cerro common stock) with funds to be"
obtained from Cerro-Marmon in the form of a capital contribution to Marmon.

(c) Reflects the pro forma adjustment of Cerro's long-term debt to estimated present value
made pursuant to the pro forma allocation of Marmon's purchase cost to Cerro's assets and liabilities
(see Cerro-Marmon pro forma financial statements included elsewhere herein).

(2) Terms of the loan agreements between Cerro and institutions to which long-term debt of
$24 million (including $2 million of current maturities) is due, impose various restrictions on Cerro
(see Note 9 to the Cerro financial statements elsewhere herein), which restrictions will apply to Cerro-
Marmon. Among these restrictions, are restrictions on incurrence of indebtedness, dividend payments
and purchases of capital stock. See Note 7 to the Marmon consolidated financial statements elsewhere
herein for information as to restrictions, including restrictions on dividend payments and purchases of
capital stock, under credit agreements relating to Marmon's long-term bank borrowings. -Certain of the
covenants to which Cerro is subject under its note agreement and certain of the covenants to which
Marmon is subject under its bank loan agreement have been amended in contemplation of the business
combination and such amendments will become effective upon its consummation. The principal restrictive
covenants are described under the caption "Capital Stock of Ccrro-Marmon—Certain Restrictions Im-
posed By Long-Term Debt" included elsewhere herein. See also Note 8 to Pro Forma Combined
Condensed Financial Statements.

(3) Cerro's short-term debt at September 30, 1975 is outstanding under short-term lines of credit
of a subsidiary. See Note 9 to Cerro financial statements elsewhere herein for further information includ-
ing weighted average interest rates.

Marmon's short-term debt is outstanding under a line of credit of $12.5 million, informally
extended to April 30, 1976, with interest at l/i% above the bank's prime rate. Marmon, GL and
certain other companies under common control (other than Cerro) have agreed to maintain compensating
balances equal to 10% of the current bank line of credit, 10% of certain long-term borrowings ($43
million at September 30, 1975) and 20% of certain other long-term borrowings ($25 million at Septem-
ber 30, 1975). See Note 2 to the Marmon consolidated financial statements.

(4) For additional information concerning realty debt including information as to the existence of
Events of Default see Notes 14 and 15 (and in particular Note 6 to said Note 15) to the consolidated
financial statements of Cerro.

(5) For additional information concerning long-term debt see notes to consolidated financial state-
ments of Cerro (Note 9) and Marmon (Note 7).

(6) A total of 422,856 shares of Cerro common stock was reserved at September 30, 1975 under
Cerro's stock option plans of which only 72,790 could be purchased at that date. See Note 10 to the Cerro
financial statements elsewhere herein for terms of the plans and information on outstanding options.

(7) Shares of Cerro-Marmon Preferred Stock, equal to the shares of Cerro common stock reserved
under Cerro's stock option plans at the date of the business combination, will be reserved (see Note 6
above).

(8) For information concerning long-term lease and other commitments, see notes to consolidated
financial statements of Cerro (Notes 4, 9 and 15) and Marmon (Notes 6 and 7).

(9) For information concerning unfunded pension liabilities, see notes to consolidated financial
statements of Cerro (Note 12) and Marmon (Note 8).

(10) Cerro has 1 million shares of authorized preferred stock, without par value, which is unissued.
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENT OF EARNINGS (LOSS)

The following Consolidated Statement of Earnings (Loss) of Cerro Corporation insofar as it relates

to the years 1974 and 1973 has been examined by Price Waterhouse & Co., independent accountants,
and as it relates to the year 1972 by Coopers & Lybrand, independent certified public accountants,
whose reports thereon appear elsewhere in this Proxy Statement and arc qualified in certain respects
as set forth therein. The report of Coopers & Lybrand is based in part upon the report of other
accountants, appearing elsewhere in this Proxy Statement. The statements for the nine month periods
ended September 30, 1975 and 1974 are unaudited, but in-!"J- -" -J;"-'~w»s wh-rh r>rro considers
necessary for a fair presentation of the results for these periods, consisting of normal recurring accruals
and the write-off of unamortized goodwill attributed to realty operations in the nine months ended
September 30, 1975 (Note D). See Note A to the Consolidated Statement of Earnings (Loss) for the
effects of the restatement of the results previously reported for the nine months ended September 30,
1974. The statements should be read in conjunction with the related financial statements and notes
thereto included elsewhere in this Proxy Statement. The results of operations for the nine months ended
September 30, 1975 are not necessarily indicative of the results to be expected for the full year.

MM MMlki

1*75

Net tales
Other revenue, net (Note C)

(U*odB*d>

$436.011 $597,688
16.338 17,635

452.349 615,323
Cost of product! told
Selling and administrative expenses ...
Write-off of unamortized goodwill at-

tributed to realty operation! (Note D)
Interest cost accrued
Less: Interest capitalized (Note K) ...
Depreciation, depletion and amortization

Earnings from continuing operations
before taxes

Federal and itate income tax (expense)
benefit (Note E)

Earnings (loss) from continuing opera-
tions

Earnings from discontinued operations,
net of taxes (Notes E & F)

Earnings (loss) before extraordinary
items

Extraordinary items (Notes E, F A G)
Net earnings (loss)
Net earnings (loss) per Common Share*:

Continuing operations
Discontinued operations, net of taxes
Earnings (loss) before extraordinary

items
Extraordinary items
Net earnings (loss)

Dividends (represent historical divi-
dends paid):
Cash
Stock

• Based on the weighted average num-
ber of shares outstanding during each
period as adjusted for stock dividends
(Thousands of shares) (Note L) ...

377,957
41,077

8,040
17,769
(5,509)
8,945

448,279

525,260
40,090

16,698
(6,376)
5,399

581.071

4,070 34,252

(6.500) (20,227)

(2,430) 14,025

(2,430) 14,025

$(2.430) $14.025

$(.31) $1.77

$ .90

7.911

$ .75

7,930

in*
YevI

an

(llallnaiii;

$758,330 $636,607
23471 21,268

781,901
661,886
57,206

23.301
(8,461)
8,692

742,624

39,277

(23,350)

15.927

15,927

$ 15,927

$2.01

2.01

$2.01

$1.05

—

657,875
549,832
58.933

17.596
(5,962)
6,722

627,121

30,754

(15,376)

15.378

33,789

49,161
(45450)

$ 3,611

$1.86
4.08

5.94
(5.50)
$ .44

$ .75

—

'*6t4D*xmt

1TO(A)

»

$428,021
14,817

442,838
373.277
38.364

13^36
(3,558)
4,845

426,264

16^74

(7,512)

9,062

10,626

19,688
(1,924)

$ 17,764

$1.07
1.26

2.33
C23)

$2.10

$ .60

—

xrJl.
OTKA)

(Not or

$326,089
16,786

342,875
300.713
32,477

8^427
(2,490)
3.679

342,806

69

2,279

353

2,632
(988)

$ 1,644

$ .27
.04

.31
(.12)

$ .19

$ .80
5%

WJKA)
rtndby
•ratoct)

$322,149
14.776

336,925
303,996

20.887

5.329
(1,086)
3,810

332^36

3.989

756

4.745

12,221

16.966
(2,886)

$ 14,080

$ .56
1.43

1.99
(.34)

$1.65

$1.60
5%

7,925 8,273 8.464 8,463 8411

See Notes to Financial Statements (numeric references) and Notes to Consolidated
Statement of Earnings (Loss) (alphabetic references)
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO CONSOLIDATED STATEMENT OF EARNINGS (LOSS)

(Information with rupee* to nine month period! ended September 30, 1975 and 1974 b unaudited)

A. Restatement of Prior Financial Statements
The information presented for 1972 and prior years has been restated to reflect the operations of

Cerro's former subsidiary in Peru (Cerro de Pasco Corporation), which was expropriated on January
1, 1974, and Cerro's interest in Atlantic Cement Company, Inc., which was sold during 1973, as
discontinued operations (Note F). It has also been restated to reflect the operations of Cerro de
Pasco Corporation and Industries de Cobre, S.A. (Indeco) on the equity basis of accounting and for
the change in method of accounting for certain metal inventories from the last-in, first-out to the first-in,
first-out. The effects of these restatements are as follows: Siiei and Other Rerenne, Net

Yeir Ended December 31,

Add (Deduct):
Cerro de Pasco and Indeco
Atlantic Cement Company, Inc

As restated

As previously reported
Add (Deduct):

Cerro de Pasco and Indeco
Atlantic Cement Company, Inc
Inventory accounting change

As restated

1973

$633,443

(189,136)
(1,469)

$442,838

EM

fa
1973

$ 24,178

(13,740)
(1.469)

93
$ 9.062

1971 1970
($ In Thousands)

$487,395 $511,688

(143,085) (174,211)
(1,435) (552)

$342,875 $336,925

*"**y* fro ID ContuBiiif
Operation!

ir Ended December 31,
1971 1970

(SmThooaaBd*)
$ 4,443 $ 21,502

429 (11,669)
(1,435) (552)
(1,158) (4,536)

$ 2,279 $ 4,745

Net Earning* Per Share

Year Ended December 31,

1973 1971 1970

As previously reported $2.09
Inventory accounting change .01

As restated $TTO

Unaudited information for the nine months ended September 30, 1974 has been restated as shown
below to reflect adjustments (principally to interest income accruals, cost of sales and related inventories
(primarily real estate operations), and tax expense) arising from a review made by the company in
connection with the preparation of this Proxy Statement. The review also disclosed that net earnings
per share, as previously reported in the quarterly report of Cerro on Form 10-Q for the period ended
September 30, 1974, was overstated an additional $.06 as a result of an error in calculation.

AJ PreTlouirjr
Reported Ai Restated

($ In Thousand!, except Per Share)
Other revenue, net $ 16,845 $ 17,635
Costs of products sold 522,943 525,260
Selling and administrative expenses 38,354 40,090
Earnings from continuing operations

before taxes 37,515 34,252
Federal and state income tax expense 19,178 20,227
Net earnings 1'8,337 14,025
Net earnings per Common Share .. 2.37 1.77

The adjustments requiring such restatement do not require a change of Cerro's reported earnings
for the full year 1974 but relate solely to the results of operations reported for interim periods.
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B. Consistency of Accounting

Extraordinary items for the years 1970-1972 include items which under the provisions of Accounting
Principles Board Opinion No. 30, egective in October 1973, would have been included in the determi-
nation of earnings (loss) from continuing operations or from discontinued operations. Opinion No. 30.
however, prohibits restating prior years' financial statements for consistency with 1973 and subsequent
periods.' Restatement of the Consolidated Statement of Earnings (Loss), however, would have shown
the following:

Year ended December 31,

1972

Earnings (loss) from continuing operations $ 7,412

Earnings from discontinued operations 7,550

Extraordinary items 2,802

Net Earnings $17,764

1971 1970
(SlnTboonadi)

$(519) $3,183

10,897

$14,080

Net earnings as reported in the Consolidated Statement of Earnings (Loss) is unchanged.

C. Other Revenue, Net

In addition to other items, other revenue, net, includes dividends from Southern Peru Copper
Corporation, a 22V* %-owned affiliate accounted for on the cost basis, and the following:

Tor
U7I 1*74

Southern Peru Copper Corp. $ —

Interest on marketable securi-
ties $ 1.869

Other interest income $10.967(1) $7,803(1)

Joint venture income (loss)
—principally real estate .. $ (395) $2,056

1574 1*73

($ in Thousand*)
$ - $ -

$ 6,154

$10.662(1)

$ 1,883

$4,244

$5.863

$4,252

1*71

$3,482

$1,249

$4,030

$ -

U71

$6,615

$1,366

$1,807

$ —

i»n

$7,834

$ 939

$ 211

$ —

(1) Includes for the year 1974 and for the nine months ended September 30, 1975 and 1974,
$2,878,000, $2,012,000 and $2,050,000, respectively, applicable to the Chilean Notes and, for the year
1974 and for the nine months ended September 30, 1974, $526,000 and $390,000, respectively, relating
to the receivable from the U.S. Government.

D. Subsequent Events

On August 13, 1975, management stated its intention to reduce substantially the business, operations
and debt levels of Leadership Housing, Inc. ("Leadership"), a real estate subsidiary, through an
orderly liquidation of inventories designed to minimi?* losses. (See Note 15 of Notes to Financial
Statements for Condensed Real Estate Financial Statements.) It is expected that, after this reduction
is completed, the total assets of Leadership would be less than hah* of its total assets at December 31,
1974. As a result of the depressed condition of the real estate market existing in the United States
generally, and in Florida b particular, an orderly liquidation of inventories designed to preserve
corporate assets is likely to take several years. Based upon the information available, it is believed
that this liquidation will take place while adverse market conditions prevail.
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Because of the inventory liquidation program described above, it was determined that goodwill
in the amount of $8,040,000, representing the unamortized excess of purchase price over the net assets
of Leadership, had no continuing benefit to the company, and it was therefore written off as c*
June 30, 1975.

Cerro financially supported the operations of Leadership during 1975; however, no decision has
been reached as to how long Cerro will continue its support if Leadership's current operating losses
continue and the June 1975 financing plan (described in Note 6 to Note 15—Condensed Real Estate
Financial Statements) does not provide adequate support during the orderly liquidation period
described above, or the principal lenders withdraw their support. Cerro also has legally binding com-
mitments in connection with surety bonds ($36,200,000 at September 30, 1975) guaranteeing Leader-
ship's performance under certain construction contracts. A substantial amount of work has been
performed under such contracts, but it is not possible to predict the cost to Cerro, if any, under the
surety bonds.

The decision to reduce substantially the activities of Leadership creates uncertainties relating to
the timing of and the amount ultimately to be realized from the orderly liquidation of the real estate
inventories ($125,958,000 at September 30, 1975). Further, because of the potential for losses
resulting from this liquidation, an uncertainty exists as to the realizable value of Cerro's asset, "Future
income tax benefit" ($35,654,000 at September 30, 1975). Since the amount of losses, if any, to be
incurred upon realization of these assets is uncertain, no provision for loss has been made in the
accompanying financial statements.

Events of Default exist under certain of the covenants in the Amended and Restated Loan Agreement
of Leadership (see Note 6 to Note 15—Condensed Real Estate Financial Statements). However,
Leadership has been notified by a letter dated January 20, 1976 from the agent bank that an agreement
has been reached in principle, which has been approved in principle by several of the Participating
Banks, to effect certain modifications in the provisions of the Loan Agreement which would have the
result of eliminating all such existing Events of Default. Such agreement in principle is subject to receipt
by the agent bank of satisfactory documentation and to its receiving formal approval of such documenta-
tion from the Participating Banks. So long as the Loan Agreement is not so amended, such Events of
Default may continue to exist and upon notification from the principal lenders, the debt covered thereby
would become due and payable.

E. Income Taxes

Income tax expense (benefit) consists of the following:

\t*r txitt DtCTmbtf 31,
1*75 1*74 1*74 1»73 1*71 im

Current:
United States $(600) $ —
Foreign 430 211
State 4.027

Deferred:
United States
Foreign

Future tax benefit

3,300 4,201

— (10,273)

16,716 26.503

$ 2,312» $ 4,618 $ (236) $(3,255) $ (356)
607 36,788 6,591 389 8,746

842 1,475 846 1,429

10,020 (844)
— 1.372

(64,800) —

(351) (3.111)
820 2,229

2.643

$6,500 $20,227 $23,350 $(12,532) $8,358 $(1,551) $8.937

* Adjustment in 1974 to conform to 1973 tax return as filed.
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Income tax expense (benefit) has been allocated to:
NtMMwOl

uns i>74

Earnings from continuing op-
erations:

United State* ........... $2.043 $16,716
State and Foreign ....... 4,457 3,511

6,500 20.227
Earnings from discontinued

operations ................ .... — —
Extraordinary items ......... — __^_

in* U71

(Ife

$18.542
4.808

23450

$6,500 $20,227 $23.350

$ 14.534
842

15.376

36.892
(64.800)

$(12.532)

$6,037
1.475
7.J12

3.709

(2.863)
$8.358

1*71

$(3,056)
846

(2,210)

474
185

$(1.551)

an

$(2,185)
1,429
(756)

10.975
(1.282)
$8.937

For financial statement purposes, the full tax benefit of $64,800,000, applicable to the Ceno de Pasco
expropriation loss (Note F), was recognized in 1973 because of the non-recurring nature of the loss
and Cerro's virtual certainty at that time of utilizing such benefit over the carry-forward period allowed
by the tax statutes. As a result, although Cerro will reduce its future tax liability by the expropriation
loss, no further financial statement benefit will be recognized. During the year 1974 and the nine months
ended September 30, 1975 and 1974, $26,503,000, $2,643,000 and $16,716,000, respectively, were
credited to the "Future income tax benefit" account on the Consolidated Balance Sheet. See "Other
Tax Matters" on pages 13-14 for further details with respect to the expropriation loss, and Note D for
a subsequent event which creates an uncertainty as to the ultimate realization of the tax benefit.

As reflected in. its 1974 consolidated Federal income tax return, Cerro reported a loss of
$4,214,000, which included the unused portion of the Cerro de Pasco expropriation loss. The income
reported for tax purposes for 1974 included $65,000,000 from advance payments received on copper
sales. (Cerro and its subsidiaries have previously engaged in such advance payment transactions.) For
tax purposes, such payments have been reported as sales in the year of receipt The related cost of
sales is reported at the time of delivery, which occurred during 1975. Generally, to the extent that
the cost of copper sales reported at time of delivery is not offset by taxable income in the same year,
a new net operating loss will result which may (within certain limitations) be carried back and then, to
the extent unused by carryback, carried over against income of future years. Advance payment
transactions, like other business transactions, are subject to examination by the Internal Revenue
Service. Cerro has entered into advance payment sales during 1975. These transactions and any
future advance sales transactions could influence the possibilities of ultimate realization of the future
tax benefit related to the Cerro de Pasco expropriation loss recognized by Cerro in 1973 for financial
statement purposes, as well as the timing of such realization.

Deferred tax expense results from timing differences in the recognition of revenue and expense for
tax and financial statement purposes. The sources of timing differences in 1973 and the tax effect of
each were as follows (in thousands):

Real estate operations—principally use of installment sales method for tax
purposes and deduction of interest costs which are capitalized for financial
statement purposes

Financial statement expenses—-principally reserves for investments and expenses
not currently deductible for income tax purposes

Income taxed hi prior years and recognized currently for financial statement
purposes

Other, net

$ 8,922

(5,393)

4,903
1,588

$10,020

loss.
The deferred tax credit at December 31, 1973 was eliminated in 1974 as a result of the expropriation
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The tax provisions of $6,500,000 and $20,227,000 for the nine month periods ended September
30, 1975 and 1974 and $23,350,000 for the year ended December 31, 1974 represent effective rates as
follows, excluding the write-off of unamortized goodwill in 1975 which was related to realty operations
(Note D) and is not deductible for federal income tax purposes:

Nine Month*

1975 1974 1974

Federal income tax at statutory rate 48.0% 48.0% 48.0%
State and local income taxei net of Federal income tax

benefit 17.3% 5.0% 5.6%
Investment tax credit (5.0%) (.5%) (.8%)
Percentage depletion allowance (7.3%) — (1.5%)
Capital losses without tax benefit .6% 3.8% 3.3%
Goodwill amortization not deductible for tax purposes 1.3% 1.6% 1.8%
Other, net (1.2%) 1.2% 3.0%

Effective tax rate 53.7% 59.1% 59.4%

The 1973 tax provision of $15,376,000 represents an effective tax rate of 50.0% of pre-tax earnings
from continuing operations.

F. Discontinued Operations

The table below shows the earnings (loss) that were recorded from operations that have been expro-
priated, sold or liquidated:

Year Ended December 31.
1973 1971 1971 197t

Earnings (loss) from operations of discontinued (tinThousand*)
businesses, net of applicable income taxes:

CerrodePasco $30,111 $13,740 $(429) $11,669
Atlantic Cement 1,556 1,469 1,435 552
Stereo Tape Club — (4,583) (653) —

Gain on sale of investment in Atlantic Cement 2,116 — — —
Total $33,783 $10.626 $ 353 $12,221

CERXO DB PASCO CORPORATION

The Government of Peru expropriated Cerro's wholly owned subsidiary, Cerro de Pasco Corporation,
which resulted in a financial statement loss in 1973, after compensation but before tax benefit, of
$110,350,000. The tax loss on the expropriation, after adjusting the financial statement loss primarily
for non-tax deductible pensions and severance reserves, was approximately $135,000,000. On February
19, 1974, based on an agreement between the Governments of Peru and the United States, Cerro received
$58,000,000, including repatriation of 1973's net earnings, from Peru. The net after-tax loss from
expropriation, reflected as an extraordinary item in the 1973 financial statements, is $45,550,000, or
$5.50 a share (Note G). In December, 1974, Cerro received a final payment of $10,000,000 with
interest of $526,000, from funds paid by Peru to the U. S. Government as part of a lump sum settlement
agreed to by the U. S. and Peru.

ATLANTIC CEMENT COMPANY, INC. (ATLANTIC)

In June 1973, Cerro sold its 50% interest in Atlantic for $38,500,000, resulting in a gain of
$2,116,000. Cerro's equity in net earnings through the date of the sale was $1,556,000.
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STEREO TAPE CLUB OF AMERICA (STEREO)
The operations of Stereo had been unprofitable since its acquisition, and in December 1972 Cerro

ordered termination of the business and liquidation of its assets.

G. Extraordinary Items

The following table shows the extraordinary items reflected in the Consolidated Statement of Earn-

ings (Loss):

Year Ended December 31,

1973

Expropriation of Cerro de Pasco* $(45,550)

Write-off of:
Stereo Tape Club of America*
Goodwill at Cleveland, Ohio copper plant
Undeveloped mining concessions in Peru*

Write-down of investment in Texas Interna-
tional Petroleum Corporation

Net loss on disposal of machinery and equip-
ment at Stamford, Connecticut plant*

Reserve for investments

Gain on insured casualty loss and sale of dis-
tribution station by Atlantic Cement

Gain on sale of mining concessions and oil
leaseholds*

Utilization of net operating logs carry-forwards

1972 1971
—.— .- - - • • —

($ioThooaadi)

$ — $ —

— (3,076) —

2,802
$(45,550) $(1.924)

Per share $(5.50) $(.23)

1,102
1,810

$ (988)

$(.12)

1970

$ —

— (3,267) —
(1.324)

(882)

(680)
— (1,650) (1,159) —

526 —

$(2.886)

$(.34)

* Net of taxes

H. Business Combinations

During 1972, Cerro acquired approximately 80% of the outstanding stock of Behring Corporation
which, through a subsequent merger into a wholly-owned subsidiary, became Leadership Housing, Inc.
In 1973, Cerro acquired all of the remaining outstanding shares of Leadership. The total cost of these
transactions was approximately $27,700,000, principally cash. The excess of the purchase price over the
book value of the shares acquired was allocated equally to land and goodwill. The goodwill portion
was being amortized over forty years, but as of June 30, 1975, as described in Note D, the unamortized
balance was charged to operations.

On October 6, 1972, Cerro acquired all of the outstanding common stock of ICX for $21,501,000
paid in cash. The cost in excess of net assets acquired ($11,859,000) has been assigned to operating
rights and is being amortized over a forty year period.

On March 29, 1974, Cerro acquired 1,043,566 shares of common stock of Golconda Corporation
(Golconda) for cash of $9,753,000. An additional 22,100 shares of common stock were acquired on
April 19, 1974 for cash of $180,000. On May 3, 1974, Cerro commenced a tender offer to purchase
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all the remaining outstanding common stock of Golconda at $8.375 per share net to the seller and all of
the preferred stock at $16.25 per share net to the seller. As a result of the tender offer, which expired on
May 29, 1974, Cerro acquired 1,345,759 shares of common stock and 281,635 shares of the cumulative
preferred stock at a cost of $16,600,000. In the aggregate, Cerro owns SD.O-/O ui me common 'scoc*.,
73.5% of the cumulative preferred, which is entitled to one vote per share, or 84.98% of the total out-
standing voting shares. The total cost of $26,600,000 has been allocated to the net assets of Golconda.

On September 25, 1974, Cerro, through its newly established wholly owned subsidiary, Fetterolf
Coal and Construction, Inc., acquired the outstanding stock of M. F. Land Company, Inc., M. F. Fet-
terolf Coal Company, Inc. and the partnership interests of D&F Trucking Company, collectively referred
to as the Fetterolf Coal Group. The purchase price, which amounted to $33,995,000 in cash, has been
allocated to the net assets of the acquired companies, principally coal mining properties.

On May 30, 1975, Cerro, through its newly established wholly owned subsidiary, Jenner Mining
Company, acquired all the outstanding stock of GM&W Coal Company and Delta Mining, Inc.,
for $7,650,000, of which $2,150,000 was paid in cash at closing with the timing of the payment of the
balance due based on cash flow. The $5,500,000 balance due has been discounted at a current interest
rate to its estimated present value of $5,155,000 for financial statement purposes.

On August 28, 1975, Cerro, through its newly established wholly owned subsidiary, J. M. S. Mining
Co., acquired all the outstanding stock of Stott Coal Company and James M. Stott Coal Company for
approximately $5,000,000, of which $1,400,000 was paid in cash at closing with the timing of the
payment of the balance due based on cash flow. At the time of the acquisition Stott owed Fetterolf
approximately $1,000,000 net

These transactions were accounted for as purchases and the operating results of the acquired com-
panies were combined with those of Cerro from the respective dates of acquisition.

Had the acquisitions of Behring (Leadership) and ICX been consummated on January 1, 1971,
Golconda and Fetterolf on January 1, 1973, and GM&W, Delta and Stott on January 1, 1974, the pro-
forma combined operating results of Cerro and these companies for the periods indicated would have been
as follows:

Nine Month! Baled Septtmbcr 36,

Amount

Sales and other revenue $456,987

Earnings (loss) from continuing operations S (2,412)
Earnings (loss) from discontinued operations —
Extraordinary items —

1974
Year Eaded Dttcabtr 31.

1*74
Per

Share AJBOUI
Per

8b«rc AJMOBI
Per

Shan
(I la Tbouudi eurtM per iaar«)

$651.947 $842.678

$(.31) $ 20,923 $2.64 $ 24,702 $ 3.12

Net earnings (loss) $ (2.412) $(.31) $ 20.923 $2.64 $ 24.702 $ 3.12

Yc«r EiJed Detcnto 31,
1*73 1*71 mi

Aaonat

Sales and other revenue $724,095

Earnings from continuing operations $ 18,010
Earnings (loss) from discontinued operations 33,783
Extraordinary items (45,550)

Net earnings (loss) $ 6,243

Per
Stan Amount

Per
Skin ABOUI

Per
Shir*

(S In Tbauiudf except per than)

$482,477 $419.303

$2.17
4.08
(5.50)
$ .75

10,593
10,626
(1.750)
19,469

$1.25
1.26
(.21)

$2.30

3,151 $ .37
(6,005) (.71)
(7.098) (.84)
(9.952) $(1.18)
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I. Penaiofl Expense

Pension expense charged to earnings from continuing operations was as follows:

Nine months ended September 30:
1975 $5,033,000

3,081,0001974

Year ended December 31:
1974
1OT1

1972
1971
1970

4,522,000
3,162,000
1,970,000
1,553,000
1,338.000

J. Supplementary Earnings Statement Information

Supplementary earnings statement information is as follows:

Nk» Month*
Ended

September 30,
1975

Maintenance and repairs $9,783
Depreciation, depletion and amortization of prop-

erty, plant and equipment 8,945
Taxes, other than income taxes 9,263
Rents 6,848
Amortization of goodwill and operating rights .... 532

NOTE:
Royalties, advertising, exploration, research and product dev

amounts.

Year Ended December 31,

1974

9

$12,448

8,692
12,569
8,987
1,749

iment costs

1573
taThOOHM

$12,209

6,722
10,049
5,716
1,033

wen not t

1972
W

$8,332

4,845
5,959
2,892
2,713

Ipnifimnf ir

K. Interest Capitalization

It has been the practice of Cerro's real estate group to capitalize interest relating to obligations
incurred in connection with land, construction and land improvements. Management believes this policy
results in the most appropriate matching of costs and revenues. Had Cerro followed the policy of
expensing all interest as incurred, its consolidated net earnings (loss) would have been as follows:

Net Earnings
(Lorn) Per Share

($ ta Thousand*)
Nine months ended September 30:

1975 ........................ $(4,686) $(.59)
1974 ........................ 12,365 1.56

Year ended December 31:
1974
1973
1972
1971
1970

13,717
2,052

17,372
1,129

13,522

1.73
.25

2.05
.13

1.59
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L. Earnings Per Shane

Outstanding stock options have not been considered in the computation of earnings per share.
Consideration of options would have resulted in immaterial uuuv.uu ^ w^^u UQ«C 'UUJ ^u anti-dilutive
effect on earnings per share.

CERRO MANAGEMENTS DISCUSSION AND ANALYSIS OF THE
CONSOLIDATED STATEMENT OF EARNINGS (LOSS)*

1971 vs. 1970

Cerro's metal manufacturing sales and profit margins in 1971 were affected by sharp declines in
free world copper prices from 820 per pound in 1970 to a low of 450 in 1971. Pre-tax earnings were
$9,793,000 compared to $6,175,000 in 1970. Brass mill profits were also depressed by declining
demand and facilities operating below capacity in the early pan of 1971.

Dividends from Southern Peru Copper Corporation (22V4 % owned by Cerro) were $6,615,000 in
1971 compared to $7,834,000 in 1970. These dividends were subject to a relatively low rate of United
States income tax.

In June 1971, Cerro acquired Stereo Tape Club of America ("Stereo"). A net loss of $653,000 was
sustained by this operation during the period June 1, 1971 to December 31, 1971.

In 1971, Cerro's wholly owned subsidiary, Leadership Housing Systems, Inc., which had completed
its first full year of operations, incurred a pre-tax loss of $2,879,000. Sales in 1971 were $52,634,000
versus $21,388,000 in the last quarter of 1970.

For the year 1971, a tax benefit of $3,056,000 was recognized for U.S. income tax purposes through
the carry-back of losses to a prior year. Such losses relate principally to deductions from book income
and percentage depletion and intercorporate dividend received deduction.

During 1971, a number of extraordinary gains and losses were incurred with the net result that
losses exceeded gains by $988,000 or 12 cents per share. See Note G to the Consolidated Statement of
Earnings (Loss) for details.

1972 vs. 1971

Sales and earnings from continuing operations in 1972 increased over those of 1971 owing
primarily to strong demand for copper products and productivity gains. Earnings before taxes from
metal manufacturing operations were $18,584,000, a 90% increase over the $9,793,000 reported in
1971. Sales rose 10% to $301,597,000 from $273,455,000 in the prior year.

Real estate sales and earnings increased in 1972 to $114,668,000 and $5,609,000, respectively. On
February 1, 1972 Cerro acquired 65% of Behring Corporation for $13.6 million which together with a
former wholly owned Cerro subsidiary, Leadership Housing Systems, Inc., was merged on September 1.
1972, into a newly formed company, Leadership Housing, Inc. ("Leadership"). As a result of this
merger, Cerro owned approximately 80% of Leadership. (In 1973, Cerro acquired the remaining stock
of Leadership.)

In October 1972, Cerro acquired Illinois-California Express, Inc. ("ICX"), a major motor freight
carrier. For the last three months of 1972, sales and pre-tax earnings were $11,756,000 and $1,183,000,
respectively.

* Amounts shown for pre-tax earnings (loss) are before corporate administrative expenses and
interest expense as well as income taxes.
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In December 1972, operations of Stereo were discontinued. Stereo sustained an operating loss in
1972 of $4,583,000. The extraordinary net loss from liquidation was $3,076,000. The net operating
losses for 1972 and 1971 are reported in the Consolidated Statement of Earnings (Loss) as discontinued

operations.

Dividends from Cerro's 22V* % interest in Southern Peru Copper Corporation (SPCC) were
suspended in the second half of 1972 to free additional funds for development of the Cuajone copper
mine. Earnings of SPCC continued at approximately the same rate as in 1971.

1973 vs. 1972

Sales in 1973 were $636,607,000, 49% higher than the $428,021,000 reported in 1972.

Metal manufacturing, with sales of $417,802,000 and pre-tax earnings of $34,111,000 was the
largest contributor to the sales and earnings growth over 1972. These improvements reflect the signifi-
cantly higher selling prices and volume that resulted from strong demand and shortages of fabricated
metal products throughout the world.

Effective January 1, 1973, Cerro adopted the First-In, First-Out (FIFO) method of valuing metal
inventories at one of its manufacturing plants which had previously reported on the Last-In, First-Out
(LIFO) basis. For comparative purposes, the Consolidated Statement of Earnings (Loss) has been
restated to reflect this change in accounting. The effect on net earnings per share for each of the years
was as follows:

FIFO LIFO
Beds Bads

1972 $2.10 $2.09
1971 .19 .33

1970 1.65 2.19

Pre-tax earnings from trucking operations (ICX) improved 17% from the prior year with revenues
up 19%.

Real estate earnings increased over 1972 by 111% to $11,884,000 while sales increased 39%.
There were 2,342 single family homes and condominiums delivered during the year and 2,152 rental
apartment units

In June 1973, Cerro sold its 50% interest in Atlantic Cement for $38,500,000, resulting in a gain
of $2,116,000. Cerro's equity in net earnings reported as a discontinued operation in the accompanying
Consolidated Statement of Earnings (Loss), through the date of the sale, was $1,556,000.

On January 1, 1974 the Government of Peru expropriated Cerro's wholly owned subsidiary, Cerro
de Pasco Corporation, which resulted in a financial statement loss in 1973 after compensation, but
before tax benefit of $110,350,000. The tax loss on the expropriation after adjusting the financial
statement loss primarily for non-tax deductible pensions and severance reserves was approximately
$135 million. On February 19, 1974, based on an agreement between the Governments of Peru and
the United States, Cerro received $58 million, including repatriation of 1973's net earnings, from Peru.
In December 1974 Cerro received an additional $10 million from the U.S. Government as part of a
lump sum settlement agreed to by the U.S. and Peru. The net after-tax loss from expropriation reflected
as an extraordinary item in the accompanying financial statements for 1973 is $45,550,000 or $5.50
a share.
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1974*1.1973

Pre-tax earnings from metal manufacturing operations increased 36 percent over 1973 to $46,414,000
primarily due to stronger demand for most products, even enough market conditions seriously slackened
in the last quarter of 1974.

The real estate operations (Leadership) sustained a loss in 1974 of $13,606,000 on sales of
596,006,000 which were down by $64 million from the prior year. The loss is attributable to depressed
housing markets and increased building costs, as well as materially reduced land sales and the high cost ~
of financing. See "Real Estate Group—Liquidity and Results of Operations."

Trucking operations experienced a slight reduction, 10%, in pre-tax earnings from the prior year,
although revenues were up by 25%. Increased fuel and other costs, along with a reduction in shipments,
were not fully offset by increased rate adjustments granted by the ICC during the year.

Mining operations experienced a substantial increase in earnings and sales as a result of the acquisi-
tion in September, 1974 of the Fetterolf Coal Group. This segment of the operations had pre-tax earn-
ings of $10,230,000 on sales of $21,446,000 since the date of acquisition.

Cerro did not pay any Federal income taxes for 1974 because of the tax loss sustained as a result
of the expropriation on January 1, 1974 of its subsidiary, Cerro de Pasco Corporation, described above.
Even though Cerro paid no Federal income taxes on current income, provisions for such taxes are
necessary in determining current net income in order to reflect the utilization of the future income tax
benefit recorded as an asset in Cerro's balance sheet. This income tax provision should be considered
in appraising Cerro's results.

Nine Months Ended September 30,1975 vs. Nine Months Ended September 30,1974

The results for the nine months ended September 30, 1975 are considered by Cerro management
to reflect unusually adverse conditions in such period for the businesses representing Cerro's operations
as discussed below. Accordingly, Cerro management does not consider the results of the nine months
ended September 30, 1975 as representative.

A substantially depressed real estate market particularly in Florida existed throughout the 1975
period. Sales of Leadership for the first nine months of 1975 were $23,910,000 as compared with
$71,352,000 in 1974. The pre-tax loss in 1975 was $24,658,000 which included a $8,040,000 write-off
of goodwill and other write-offs and writedowns of real estate inventories totalling $4,500,000. Pre-tax
losses in 1974 were $7,100,000.

Manufacturing group sales in 1975 fell $171,106,000 to $300,351,000, while pre-tax earnings in
1975 dropped $27,603,000 to $17,045,000. These declines are principally attributable to decreased
construction and housing activity, which are major markets for the manufacturing group's products,
lower metal prices, writedowns of excess and obsolete inventory of Golconda created by reduced demand
for its major products, and, to a lesser extent, strikes at the Metal Products and Copper Products
divisions which lasted two and four months, respectively.

While 1975 revenues of Cerro's trucking subsidiary, ICX, were relatively unchanged from 1974,
pre-tax earnings for the first nine months of 1975 declined to $2,742,000 from $3,721,000 in 1974,
principally because of cost increases and start-up costs of newly acquired routes.

Sales and pre-tax earnings for the mining group in the first nine months of 1975 were $57,025,000
and $12,374,000, respectively. These results are directly due to the purchases of the Fetterolf group of
coal mining companies in September 1974, GM&W Coal Company and Delta Mining, Inc. on May 30,
1975 and Stott Coal Company on August 28, 1975.
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Analysis o] nine months ended September 30, 1975 and September 30, 1974 by quarter

Net S«lei Prtto Riming* (ton)
1975 1974 197S 1974

First Quarter $182,117,000 $179,149,000 $10,073,000 $9,712,000

Second Quarter 116,984,000 . 237,646,000 (8,899,000) 19,485,000

Third Quarter 136,910,000 ** 180,893,000 2,896,000 5,055,000
$436,011,000 $597,688,000 $ 4,070,000 $34,252.000

Although sales and pre-tax earnings in 1975's first quarter increased slightly over 1974 levels, all
operations, other than the coal mining companies acquired late in the 1974 third quarter, reported lower
sales and earnings. Coal mining operations generated sales of $18,068,000 and pre-tax earnings of
$6,930,000 during the first quarter of 1975. Sales and pretax earnings of non-mining operations declined
primarily because of lower product prices and reduced volume in Che manufacturing group and signifi-
cantly reduced activity in real estate operations. In addition, strikes at two manufacturing plants adversely
affected operations.

Sales and pre-tax earnings for the second quarter of 1975 reflect continuation of the declines from
1974 levels that were experienced hi the Erst quarter. Results hi the period include Leadership's pre-tax
loss of $13,386,000, which includes the $8,040,000 write-off of goodwill arising from Cerro's earlier
acquisition of Leadership. Coal mining operations contributed sales of $18,657,000 on which pre-tax
earnings of $4,012,000 were generated.

Third quarter sales and pre-tax earnings in 1975 are above 1975 second quarter levels hi each
operating group except for mining pre-tax earnings and real estate sales although they are lower than
those reported in the comparable 1974 period. The third quarter decline from the comparable 1974 period
is principally due to the continuation of lower copper prices and sales volume in the manufacturing group.
These unfavorable factors were partially offset by the sales and pre-tax earnings of the coal mining
operations which were $19,747,000 and $2,164,000, respectively. The decline in the profitability in
coal mining operations in the third quarter was primarily attributable to a drop in spot market prices for
coal, certain higher production costs and start-up costs incurred hi connection with the development of
new mining facilities.
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THE MARMON GROUP, INC (MICHIGAN)

CONSOLIDATED STATEMENT OF EARNINGS

The following consolidated statement of earnings of The Marmon Group, Inc. (Michigan) prepared
on the basis described in Note A has been examined, for the five years ended December 31, 1974, by
Arthur Young & Company, certified public accountants, whose report with respect thereto (which, for
the year 1974, is based in part on the report of other independent accountants on the consolidated finan-
cial statements of Cerro Corporation) appears elsewhere herein. The report of other independent account-
ants is qualified in certain respects as set forth therein and the report of Arthur Young &. Company as to
the 1974 year is qualified as to the effects, if any, of the uncertainties related to Cerro Corporation's real
estate inventories (see Note 5 to Marmon's consolidated financial statements). The information for the
nine month periods ended September 30, 1974 and 1975 is unaudited but includes all adjustments, con-
sisting only of normal recurring accruals except for provisions for losses to be incurred on dispositions oi
certain businesses in the nine months ended September 30, 1975 (Note B), which Marmon considers
necessary for a fair presentation of the results for those periods. These statements should be read in
conjunction with the other consolidated financial statements of Marmon and related notes included
elsewhere herein. The results of operations for the nine months ended September 30, 1975 are not
necessarily indicative of results for the full year.

Ytv E»d«d DectBkct 31,
Ended

Revenues:
Net Mia (Note B)
Miscellaneous—net (Note C) ...

Cost] and expense* (Notes B and D):
Cost of product sold
Selling, general and administrative
Interest—

Long-term obligations
Other

Income before income taxes and equity
in net earnings of Cerro Corporation

Income taxes (Note E)

Income before equity in net earnings of
Cerro Corporation

Equity in net earnings of Cerro Corpo-
ration (Note F)

Net income (Notes B and D)

irrs 1*74

(Uautftxd)

$208,263
1,414

209,677

165,296
20,053

5.330
856

19U35

18,142

9555

8,187

10,224

$ 18,411

S194.485
1,014

195,499

151.816
16,767

682
1,923

171,188

24311

1W10

12,001

1,063

$ 13,064

1974 1*73 1*71 mi m*

$267,622 $188,278 $151,566 $126.534 $87,388
1.513 945 988 982 8U

269,135 189,223 152.554 127,516 88,199

212,627 150,108 122,397 101,499 68,470
23.421 19.037 16,668 13,736 9,997

996
4,318

544
179

537
313

521
183

359
51

241,362 169,868 139.915 115,939 78,877

27.773 19,355 12,639 11,577 9,322

14,307 9,879 6.200 5.788 4.668

13,466 9,476 6,439 5.789 4,654

4.292 _ _ _ _

$ 17,758 $ 9,476 $ 6,439 $ 5,789 $ 4,654

See accompanying notes.
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NOTES TO CONSOLIDATED STATEMENT OF EARNINGS

(Information pertaining to the nine month periods ended September 30, 1974 mod September JO, 1975 b unaudited.)

(Numerical not* reference* are lo notes to The Mannon Group, Inc. (Michigan)
consolidated ft"«""-<«i statements Included elnwbcn bertio.)

A. On October 21, 1971, the Principal Stockholders (certain members of the Pritzker Family and
affiliated trusts and corporations) of The Mannon Group, Inc. (Michigan) (referred to as Old Mannon)
transferred all of their Old Mannon common stock (approximately 91% of the total outstanding stock)
to GL Corporation ("GL"), an inactive corporation, in exchange for all of the GL common shares. GL
then transfened the common shares of Old Mannon to Bess Corporation (Bess), an inactive corporation
organized in 1969, in exchange for 1,000 common shares of Bess and Bess became a wholly owned
subsidiary of GL and the parent of Old Mannon.

On November 2, 1971, Old Mannon was merged into Bess. In connection with this merger, (a)
Bess' name was changed to The Mannon Group, Inc. (Michigan) (referred to as Mannon) and (b) all
of the outstanding common stock of Old Mannon owned by stockholders other than Bess (approximately
9% of the outstanding stock) was called for redemption at $12 per share (total of $4,480,000). This
reorganization has been accounted for as a pooling of interests. See Note 9 as to litigation arising from
the reorganization.

References herein to Mannon relating to dates or periods prior to November 2, 1971 should be
considered to be Old Mannon.

B. On December 17, 1970, Marmon acquired all of the capital stock of Keystone Pipe & Supply
Company ("Keystone") for $6,010,000 cash in a transaction accounted for as a purchase. No operating
results for Keystone were included in the 1970 consolidated statement of earnings.

On May 28, 1971, Marmon acquired all of the capital stock of Peon Brass & Copper Company and
affiliated companies ("Penn Brass") for cash and long-term notes totaling $1,582,000 in a transaction
accounted for as a purchase. The unaudited sales and pro forma net income of Penn Brass for the five
months prior to acquisition were not material to 1971 consolidated sales and net income.

Unaudited pro forma sales and net income for 1970 amounted to $119,873,000 and $5,224,000,
respectively, after including the unaudited sales and net income of Penn Brass and Keystone for that year
adjusted to reflect interest on funds and notes used in the acquisitions and changes in the carrying values
of the acquired assets.

Effective January 1, 1972, GL donated to Mannon its common stock interest in two previously
affiliated companies. These companies were included in the 1972 consolidated financial statements at
their approximate net book value of $58,000, which amount was credited to other paid-in capital. The
operations of these businesses and the subsequent sale of the assets of one of these businesses did not
materially affect 1972 consolidated results of operations.

In three separate transactions in 1974, Mannon acquired certain assets and operations of three
businesses for $7,979,000 in transactions accounted for as purchases. The sales and net income of these
businesses for the period subsequent to acquisition were not material to consolidated sales and net income
for the year ended December 31, 1974 or the nine month period ended September 30, 1974. Consoli-
dated sales and net income for 1973 and 1974 and the nine months ended September 30, 1974 would
not have changed materially had these acquisitions taken place as of January 1, 1973.

Mannon acquired a 45.33% interest in Cerro Corporation ("Cerro") on August 1, 1974 (Note 5).

The acquisition, sale or discontinuance of other businesses during the five years ended December 31,
1974 did not materially affect consolidated results of operations in any period presented. Losses'
incurred and provided for, less gains realized, in the nine months ended September 30, 1975 on disposi-
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tions and planned dispositions of certain businesses and sales of assets amounted to approximately
$300,000 before income taxes. The operations of the businesses disposed of or to be disposed of were
not material to MRr™"*"'" -••"'»« nt operations in any period presented.

C. Miscellaneous revenues include (1) net gains of $703,000 from property disposals in the nine
months ended September 30, 1975 (Note B), (2) net losses of $526,000, after reversal of $1,500,000 of
allowances for losses established in prior years, from sales of marketable securities in 1970, and (3)
interest income from affiliated companies of $140,000 in 1973, $76,000 in 1974 and $67,000 and
$195,000 in the nine months ended September 30, 1974 and 1975, respectively.

D. Cost of product sold has been reduced by $320,000 in the years 1970 through 1972, $304,000
in 1973 and nominal amounts thereafter by the amortization of deferred credits from pre-1970 acquisitions.

Inventories, in thousands of dollars, used in the computation of cost of product sold follow:

Beginning Ending
Nine months:

1975 ..................... $55,098 $51,291
1974 ..................... 34,832 46,916

Year:
1974 ..................... 34,832 55,098
1973 ..................... 31,112 34,832
1972 ..................... 30,546 31,112
1971 ..................... 26,864 30,546
1970 ..................... 15,427 19,131-

* Excludes $7,733 applicable to a company acquired
on December 17, 1970.

Effective January 1, 1974, the last-in, first-out ("LIFO") cost method was adopted for certain
inventories previously valued under the average and nrst-in, first-out cost methods. This change reduced
net income by approximately $610,000 in the nine months ended September 30, 1974 and $640,000
for the year 1974. The LIFO cost method was adopted in the year of acquisition for the inventories
of businesses acquired in 1970, 1971 and 1974 (Note B).

Cost and expenses include, in thousands of dollars, the following:

Nine months:
1975
1974

Depredation

$4 172
2.921

Rent
expense

$1,658
1.545

Pension
expense

$ 950
773

Pro6t
sharing
expense

$ 978
811

Taxes
other than Maintenance

Income taxes and repairs

$3,505 $3,365
3.402 3.051

2,111
1,864
1,776
1,583

1,074
821
787
755

1,079
704
538
446

4,476
3,708
2,708
2,303

4,238
3,594
2,736
2,243

Year:
1974 4,165
1973 3,278
1972 2,903
1971 2,405
1970 1,663 833 610 247 1,815 1,816

Amounts charged to costs and expenses for royalties, advertising and research and development
were each less than 1 % of total sales and revenues during each of the periods shown.

Rent expense includes approximately $360,000 in 1970 and 1971, $235,000 in 1972, $225,000 in
1973, $141,000 in 1974 and $121,000 and-$85,000 in the nine months ended September 30, 1974
and 1975, respectively, related to leases with affiliated parties.
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Management charges to affiliated companies, totaling $100,000 in 1970, $145,000 in 1971, $165,000
in 1972, $269,000 in 1973, $354,000 in 1974 and $265,000 and $282,000 in the nine months ended
September 30, 1974 and 1975, respectively, are reflected in the consolidated statement of earnings as
reductions in selling, general and administrative expenses.

Selling, general and administrative expenses include charges of $230,000 in 1970, $500,000 in
1971, $250,000 in 1973 and $250,000 in the nine months ended September 30, 1975 for contributions
to The Mannon Foundation.

£. Income taxes, in thousands of dollars, consist of the following:
NlMMoatfei

gcptMbcrM.
1*M 1*74 1*74

$11.982

2,115

14,097

210

$14,307

YMV Ka*
1*7)

$ 8,426

3
1.601

10,030

(151)

$ 9,879

riDmab

1*71

$5,816

3
909

6.728

(528)

$6,200

«31.
in i

$5.003

(38)
581

5446

242

$5,788

1*7*

$3,887

28
310

4.225

443

$4,668

Current:
Federal (Note If) $ 8.332 $10,628

Foreign
State and other 1.400 1,831

9,732 12.459

Deferred, principally federal (Note If) 223 (149)

$ 9,955 $12,310

Current federal income taxes include provisions in lieu of income taxes of $204,000 in 1972,
$179,000 in 1973, $161,000 in 1974 (of which $46,000 was provided in the nine months ended
September 30, 1974), and $65,000 in the nine months ended September 30, 1975 relating to income
tax reductions resulting from the utilization of prior losses of companies that were contributed to
Marmon in 1972 by its stockholder (Note £), the benefits of which have been credited to other
paid-in capital

The income tax effects, in thousands of dollars, of significant items which resulted in effective tax
rates different from the statutory federal income tax rates in effect during the periods shown, are
detailed below:

Nta. MoMkJ
Entftd

Tor EaM October 31,
ins

Theoretical federal income taxes on reported earn-
ings before income taxes and equity in net earn-
ings of Cerro* $ 8,708

Increase (reduction) resulting from:
State and other income taxes lev federal in-

come tax benefits 728
Investment tax credits (300)

Taxes on equity in net earnings of Cerro 736
Other—net (none of which exceed i% of theo-

retical federal income taxes) 83

1974 1*74 iro urn

$11.669 $13,331 $ 9.290 $6,067 $5457 $4,568

952
(380)

77

(8)

1,100
(485)
309

52

836
(119)

473
(174)

302
(122)

51

157

(57)(128) (166)

Income uies reported $ 9,955 $12,310 $14,307 $ 9,879 $6,200 $5,788 $4,668

* Determined using the following statutory federal income tax rates—49.2% in 1970 and 48% for
subsequent periods.

With the exception of $.5 million of deferred taxes provided in 1975 applicable to the undistributed
net earnings of Cerro, deferred income taxes applicable to each other type of timing difference and the
net total thereof are less than 5% of theoretical federal income taxes for each period presented sub-
sequent to 1972. Provisions for income taxes are not expected to differ materially from income taxes
payable in the three years subsequent to 1974.
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F. As explained in Notes Id and 5, Mormon's equity in Cerro's net earnings has been adjusted
to reflect the effects of the difference between Mannon's cost and its equity in the net assets of Cerro
at the uaiv «i u^uoiuuu. Vi«w >u~-i of such adjustments is to increase significantly the amount reflected
by Marmon as its equity in the net earnings of Cerro, as detailed below (in thousands of dollars):

Nine Months Two Months Five Months
Ended Ended Ended

Sept. 30, 1975 Sept 30, 1974 Dec. 31. 1974

Mannon's equity (45.33%) in the reported net earnings (loss)
of Cerro $(1.102) $(131) $ 732

Adjustments of Mannon's equity to reflect the effects of the
allocation of Mannon's purchase cost of the Cerro stock to
Marraon's proportionate interest in Cerro's net assets at August
1, 1974 (Note 5):

Reduction in depreciation and amortization 3,168 762 1,900
Reduction in losses from realty sales and write-downs . . . . 3,191 371 800
Elimination of the write-off of goodwill applicable to realty

operations (Note 5)
Other—net 1,322 6J 860
Total adjustments 11,326 1,194 3,560

Marmon's equity in Cerro's net earnings, as adjusted $10,224 $1,063 $4,292

Cash dividends received from Cerro $ 3,228 $ 897 $1,973

See Note 5 as to uncertainties related to Cerro's real estate inventories.
G. Per share earnings data are not presented as Marmon is a wholly owned subsidiary of GL. No

dividends were declared or paid during the five years and nine months ended September 30, 1975.

MARMON MANAGEMENT'S DISCUSSION AND ANALYSIS OF EARNINGS

General
Sales and net income of Marmon have increased throughout the five-year and nine month period

ended September 30, 1975. However, income before equity in net earnings of Cerro Corporation declined
in the first nine months of 1975 as compared with the comparable 1974 period. Marmon management
believes that unusually favorable market conditions existed in 1974 for several of its businesses, as dis-
cussed below, and accordingly does not consider the results for 1974 as representative. Data on sales and
income of Marmon's lines of business (see "Business and Properties of Marmon" included elsewhere
herein) and comments on significant factors that have affected these amounts are presented below (amounts
shown for income are before interest expense, equity in net earnings of Cerro Corporation and income
taxes). In addition to the factors mentioned below, sales and income have been affected by the inflationary
factors which existed in the United States economy during this period. However, the impact of inflation
on Marmon's income has been significantly reduced by the use of the last-in, first-out (LIFO) method
of valuing a significant portion of Marmon's inventories (see Notes Ic and 3 to Marmon's consolidated
financial statements).

Pipe and Tubing
'* Nine Month* Year

1975 1974 1974 1973 1972 1971
an millions)

Net sales $68.4 $79.4 $105.9 $69.5 $46.1 $32.2
Income $4 .9 $14.2 $15 .2 $ 7 . 3 $3 .0 $1 .5

The higher level of sales and income of this business in 1974 was primarily attributable to the
general state of the economy which had created a strong demand for both steel pipe and tubing and small
diameter copper and aluminum tubing. Distributors that would normally purchase mill quantities of
steel pipe and tubing turned to steel warehouse operations such as Marmon because of the unavail-
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ability of products from the mills resulting from allocations. In addition, foreign demand for small diameter
copper and aluminum tubing increased. The demand from certain of Marmon's customers for steel
pipe and tubing began to diminish in the last quarter of 1974 and the decline continued throughout 1975
because of the greater availability of products from mill sources, resulting in a decrease in sales and
income in the first nine months of 1975 as compared with the comparable 1974 period.

Dollar sales of steel pipe and tubing for the first nine months of 1975 were less than sales in the
comparable 1974 period as price increases did not fully offset a 20% decline in tonnage shipped. • The
decrease in profit resulted from less tonnage being shipped, and a reduction in margins owing^
diminished demand and the liquidation of excess inventories in warehouses and in the hands of users."

Copper and aluminum tubing sales volume decreased in the first nine months of 1975 from 1974
owing to diminished demand and the change in the average price of copper from about $.96/lb. to
$.63/lb. which is reflected in the selling price of tubing. The decrease in profit for copper and aluminum
products is due to a significant decline in customer demand and the absence of speculative profits in
copper which were realized in 1974.

The increase in sales and income in 1972 over 1971 resulted partially from an acquisition in May,
1971 with only seven months results being reported for that year, and partially from internal expansion
and increased operating efficiencies. Increased efficiencies and internal expansion continued in 1973
with the opening of new steel pipe and tubing warehouses and the acquisition of additional copper
tubing plant capacity. These improvements and the increased demand for product resulted in higher
sales and income in 1973 as compared to 1972.

The small diameter copper and aluminum tubing and steel pipe and tubing distribution businesses
are relatively high fixed cost operations. As a result, changes in sales owing to demand and market pene-
tration have significant effects on profits.

Automotive Products
NloeMoato Ye«

1975

$58.9
$ 5.2

1974

$53.8
$ 4.7

1974

$75.0
$ 6.3

1973
(la millions)

$52.1

$ 6.4

1971

$43.2
$ 4.3

1971

$35.8
$ 4.2

1970

$33.1
$ 3.1

Net sales $58.9
Income $ 5.2

The increase in sales in 1974 over 1973 is primarily attributable to the higher level of demand
for Marmon's automotive products, principally truck flat leaf springs and automobile castings, and to
the additional sales resulting from businesses acquired during 1974. The acquired businesses generated
the majority of the increase in sales and income in the first nine months of 1975 over the comparable
1974 period as reduced truck and automobile production in the first nine months of 1975 adversely
affected sales of certain of Marmon's products. A new truck spring plant at Morristown, Indiana
began operations in the first half of 1974 and a foundry in Bridgman, Michigan was completed in late
1974. A new replacement market truck spring plant in Columbia, Tennessee was completed in early
1975. Income declined slightly in 1974 from 1973 due principally to startup losses of the new plants.

The increase in sales from 1970 through 1973 is attributable to the growth in the track spring
business and increased sales of castings. Truck spring sales and income were substantially increased in
1973 by the unusually high demand for this product. Premiums were paid during this period by major
truck producers and others for additional springs and parts manufactured on an added overtime basis.
Income in 1970 and 1972 was adversely affected by losses in an automotive parts business discontinued
in 1973.
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Milling Equipment

Nme Months Year

Net sales

Income .

1975

$55.4

$11.3

1974

$30.3

$ 4.4

1974

$46.6

$ 7.4

1973
(In millions)

$27.6

$ 2.8

1972

$24.8

$ 2.8

1971

$26.9

$ 3.1

1970

$24.8

$ 3.2

The significant increases in sales and income of this business in the first nine months of 1975 over
the amounts of the comparable 1974 period and the year 1974 over the year 1973 resulted from the high
level of demand in 1974 and 1975 for coal mining equipment and replacement parts. During this period,
demand for underground mining equipment outpaced Marmon's plant capacity. A new plant addition at
the Pulaski, Virginia facility was completed in late 1974. An addition to Marmon's Oak Hill, West
Virginia facility was completed in 1975, and an additional operating facility of approximately 20,000
sq. ft. was recently acquired at Rural Retreat, Virginia.

The sales and income in this segment of the business can be correlated to the opening of new coal
mines and reactivation of coal mines previously closed. New products were introduced through-
out the 1970-1973 period but their impact on sales was not significant until 1972. A continuous mining
system, which eliminated much of the handling involved in moving coal from the "mine face" to the
surface, introduced in 1972, was a significant factor in the increase in 1973 sales from-the generally
depressed conditions that existed for this business in 1972.

Boflding Products and Equipment

Nine Months Year

Net sales

Income .

1975

$19.2
$ 1.5

1974

$25.5

$ 2.3

1974

$32.1

$ 2.7

1973
(In millions)

$31.0

$ 3.4

1972

$31.3
$ 2.8

1971

$26.1
$ 2.7

1970

$23.6

$ 2.3

Although sales for 1974 and 1973 were about equal, the profitability of these businesses was
reduced in 1974. The magnitude of 1974 increases in the price of steel and wood products (the primary
materials in this product area) were not sufficiently anticipated in the pricing structure at the time firm
price orders were accepted. Mill price materials were not available and warehouse priced material had
to be procured to meet the customer's requirements. In addition, because of shortages, material normally
fabricated in Marmon's plants had to be purchased in a fabricated form at considerably higher cost.

The decline in sales and profits during the first nine months of 1975 is generally related to the
nationwide slowdown in commerical construction and retail store openings and rcmodelings. In addition,
Marmon has decided to withdraw from the ceramic tile business and a provision has been made in 1975
for losses expected to be incurred. Sales of the tile business ranged from $2.4 million in 1970 to $5.8
million in 1974 and income did not exceed $.3 million (a loss of $.6 million was incurred in the 1975
period).

Product pricing for this segment of the business is extremely competitive and, although selling
prices have been increased and costs have been reduced somewhat, any improvement in profitability
will be dependent upon the extent of the recovery in the nation's commercial construction.

Aggressive marketing efforts and improved customer service, resulting in greater market penetra-
tion, and several additions to operating facilities resulted in the increase in sales and income of this
segment of the business during the 1970-1973 period.
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Agricultural Equipment ud Other

Nine Months Yor

Net sales
Income .

1915

$ 6.4
$ 1.4

1974

$ 5.5
$ 1.3

1974

$ 8.0

$ 1.5

1973
(la million)

$ 8.1

S .2

1972

$ 6.2
$ .6

1971

$ 5.5
$ .8

197*

$ 5.9
$ 1.1

The small decline in sales in 1974 is attributable to the discontinuation of certain segments of the
agricultural equipment product line in 1973. Profitability of the agricultural lines :i"7 J :~ '°"T't

and continued to improve in the first nine months of 1975 due to the increasing need foi food production
equipment.

Income Before Income Taxes and Equity in Earnings of Cerro

Income for the first nine months of 1975 declined $6.2 million as compared to the comparable 1974
period. This decline is attributable to the reduction in income from businesses other than mining equip-
ment and agricultural equipment which reduced income by $2.6 million, and an increase of $3.6 million
in interest expense on debt incurred, principally in the last half of 1974, to finance facility expansion,
higher working capital requirements and the purchase of the investment in Cerro.

1974 income increased from 1973 by approximately $8.4 million after $4.6 million of additional
interest expense incurred for the aforementioned purposes, due primarily to significant increases in pipe
and tubing and mining equipment income.

1973 income was approximately $6.7 million higher than 1972 income owing primarily to significant
increases in income of the pipe and tubing and automotive products businesses.

Net Income

The increase of approximately $5.3 million in net income for the first nine months of 1975 as com-
pared with the comparable 1974 period results from the equity in the net earnings of Cerro, which
investment was acquired in August 1974, as income was adversely affected by the factors discussed
above.

The increase of approximately $8.3 million in 1974 as compared with 1973 results from inclusion
of the equity in Cerro's net earnings and the factors discussed above.

The increase of approximately $3 million in 1973 over 1972 net income is due principally to the
factors discussed above.
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CERRO-MARMON CORPORATION

PRO FORMA COMBINED CONDENSED BALANCE SHEET
(Unaudited)

The following unaudited pro forma combined condensed balance sheet combines the unaudited
consolidated balance sheets of Cerro Corporation and The Marmon Group, Inc. (Michigan) at September
30, 1975. The pro forma combined statement has been prepared on the basis described in Note 1 and
gives effect to the adjustments described in Note 2. This statement should be read in conjunction with
the historical financial statements of Cerro and Marmon and the notes thereto included elsewhere herein.

ASSETS

Cerro

Investment in Cerro

Realty assets (Note 2)

Notes due from Chile

Future income tax benefit

Investments and other assets

Property, plant and equipment — net

Operating rights and goodwill — net

LIABILITIES AND ST

Current liabilities ....

Realty liabilities

Long-term debt and lease-purchase obligations . .

Other non-current amounts

Total liabilities

Stockholders' equity:
Preferred stock (liquidation preference and

redemption value of $95.1)

Common stock

Other paid-in capital

Retained earnings (Note 8)

Treasury stock

Total stockholders' equity

Book value per common share (Note 6) . . . . . .

$259.6

184.2

15.3

35.7

15.4

151.0

18.3

$679.5

OCKHOLDI

$ 87.3

145.2

94.8

8.7

336.0

29.3

178.1

152.4

(16.3)

343.5

$679.5

$43.42

Pro Forma
Combining

Adjustments
Marmon (Note 2)

(In million* of dollars
except per share amounts)

$101.6 $ (25.0)(f)

77.2 (77.2) (c)

(39.0)(e)

(35.7)(e)

5.4 (15.4)(e)

35.8 (66.9) (e)

(16.8)(e)

$220.0

•RS' EQUITY

$ 39.2

84.3

1.4

124.9

12.1

83.0

95.1
$220.0

$19.01

$(276.0)

1.5 (a)

{ ( 2.2)<e)
\ (25.0) (f)

3.5 (e)

(22.2)

89.7 (a)
( 5.0 (b)
1 (29.3) (d)
J (5.0) (b)
K178.1)(d)

(152.4)(d)

16.3 (d)

(253.8)

$(276.0)

Cerro-
Mannon

Pro Form*
Combined

$336.2

145.2

15.3

5.4

119.9

1.5

$623.5

$128.0

145.2

151.9

13.6

438.7

89.7

5.0

7.1

83.0

184.8

$623.5

$17.94

See accompanying notes to pro forma combined condensed financial statements.
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CERRO-MARMON CORPORATION

PRO FORMA COMBINED CONDENSED STATEMENTS OF OPERATIONS
(Unaudited)

The following unaudited pro forma combined condensed statements of operations combine the consolidated
statements of operations of Cerro Corporation and The Mannon Group, Inc. (Michigan) for the year ended
December 31, 1974 and the nine months ended September 30, 1975 (the 1974 amounts have been adjusted to a
pro forma basis as described in Notes 3 and 4). The pro forma combined statements have been prepared on the
basis described in Note 1 and give effect to the pro forma combining adjustments described in Note 5. The effect
of such adjustments is to increase significantly the amounts shown for pro forma combined net income. These
statements should be read in conjunction with the historical financial statements of Cerro and Marmon and notes
thereto included elsewhere herein. These statements do not purport to be indicative of the results that actually
would have been obtained if the combined operations had been conducted auiiug LU

Tfmt S*6at Dtamtin 31, IT14
Cerro

Pro Form*
Adjutant*

(Hot* 1)
Pro

toimt Bittoiiul
Pro Foru

Ad/aumn
(Nott 4)

Pro Fonu

Pro Atffwcaral*
(Nou 5)

Ctrro-MraoB
fn Form*

Revenue* ........................ $781.9
Costs and expenses, exclusive of

amounts below ..................
Depreciation and amortization ......
Interest expense, net of interest

talized
Realty losses fl'""*"""* (Note S)

capi-

719.1
8.7

14.8

Income before income taxes and Mar-
mon's equity in Cerro earnings .....

Income taxes ........................

742.6

39.3

23.4

15.9

~~IJ"!9

$ 2.01

Income before Marmon's equity in
Cerro earnings

Marmon's equity in Cerro earnings ...
Net income
Net income applicable to preferred

stock
Net income applicable to common stock
Net income per common share (Note 6)
Ratio of earnings to fixed charges and

preferred dividend requirements
(Note 7)

Revenues $452.4
Costs and expenses, exclusive of

amounts below
Depreciation and amortization
Interest expense, net of interest capital-

ized
Really losses eliminated (Note 5) —

Income before income taxes and Mar-
mon's equity in Cerro earnings

Income taxes

Income (loss) before Marmon's equity
in Cerro earnings

Marmon's equity in Cerro earnings ...
Net income (loss)
Net income applicable to preferred

stock
Net income (loss) applicable to com-

mon stock
Net income (loss) per common share

(Note 6)
Ratio of earnings to fixed charges and

preferred dividend requirements
(Note 7)

$60.8 $842.7
(U mllUou o* tolUn cxctjx ft* •*•» •o««u)

40.1
3.0

3.5

4T6

14.2

5.4

8.8

~O

759.2
11.7

18.3

789.2

53.5

28.8

24.7

~24J

$269.1

231.8
4.2

5.3

24T3"

27.8

14.3

13.5
4.3

17.8

4.3

Z±I

(4.3)

(1.2)

(3.1)
13.6
10.5

$269.1

231.8
4.2

9.6

$1,111.8

990.4
9.8

245.6

23.5

13.1

10.4
^73

28.3

.3 (b)
(13.6) (b)
(20.0)

20.0

6.3 (cj

15.0

$ 15.9 $ 8.8 $ 24.7 $ 17.8 $10.5 $ 28J

(2.9)

10.2 (d)
1(13.1)

50.1

~50T

$ 3.12 $ 3.55 $ 5.67

$452.4

427.1
8.9

123

448.3

4.1
6.5

(2.4)

(2.4)

$ (2.4)

SJ.31)

Mint Month, Eidcd Scplcabcr 3t, lfT5

$209.7

181.2
4.2

6.2

191.6

18.1
9.9

8.2
10.2
18.4

t

$ 18.4

$ 3.68

$ $.

(1.1Mb)
(4.7) (b)

2 (b)
(25.2) (b)
(30.8) \

30.8
/( .7) (a)
I 8.1 (c)

23.4

13.2

7.6(d)

$ 5.6 $

$

2.0

662.1

607.2
8.4

18.7
(25.2)
609.1

53.0
23.8

29.2

29.2

7.6

21.6

4.32

See accompanying notes to pro forma combined condensed financial statements.
1.7
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NOTES TO PRO FORMA COMBINED CONDENSED

FINANCIAL STATEMENTS

(Unaudited)

1. Proposed combination

The accompanying pro forma statements have been prepared to reflect the pro forma effects of
the proposed combination of Cerro Corporation and The Mannon Group, Inc. (Michigan) and the
proposed prepayment of $25 million of Marmon's long-term debt with funds contributed to Mannon
by Cerro-Marmon. Pursuant to the terms of the proposed combination—

(a) GL Corporation ("GL"), the owner of all the Mannon common shares outstanding, shall
transfer all such Mannon common shares to Cerro-Marmon Corporation, a newly organized
Delaware Corporation ("Cerro-Marmon"), in exchange for 5,000,000 common shares of Cerro-
Marmon.

(b) Ccrro will merge into Cerro-Marmon. Pursuant to this merger, each share of Ceno
common stock held by persons other than Mannon shall be exchanged for one share of Cerro-
Marmon Preferred Stock and the shares of Cerro common stock held by Marmon shall be cancelled.

Upon completion of the above, GL will own all of the outstanding common stock of Cerro-Marmon,
the former owners of Ceno common stock, other than Marmon, will own all of the outstanding Preferred
Stock of Cerro-Marmon, and Mannon will be a wholly owned subsidiary of Cerro-Marmon.

The above described transactions result in a combination of Cerro and Marmon which, for accounting
purposes, is treated as a purchase of Cerro by Mannon. Accordingly, the assets (excluding the investment
in Ceno), liabilities and stockholder's equity of Mannon are included in the pro forma combined
balance sheet of Cerro-Marmon at the historical amounts reflected in Marmon's consolidated balance
sheet and the net assets of Cerro have been adjusted in the pro forma balance sheet to reflect the alloca-
tion of Marmon's purchase cost to Cairo's net assets at the dates of acquisition (August 1, 1974 as to the
45.33% common stock interest in Ceno acquired by Marmon as of such date and September 30, 1975 as
to the 54.67% common stock interest in Ceno assumed to be acquired as of such date). Such alloca-
tions are based on estimates made as of August 1, 1974 and the present time which are subject to final
review after the completion of the combination.

It is assumed that all common shares of Cerro, other than shares held by Marmon, will be exchanged
for Cerro-Marmon preferred shares and that no cash will be paid to common stockholders of Cerro
(see "Rights of Dissenting Stockholders of Cerro" elsewhere herein). The Cerro-Marmon preferred
shares assumed to be issued have been valued at an estimated value of $20.75 per share resulting in a
purchase cost for 54.67% of Ceno of $91.2 million, including $1.5 million of estimated acquisition costs.

2. Pro forma balance sheet

The pro forma combining adjustments and the pro forma combined amounts reflected in the accom-
panying pro forma balance sheet are based on the assumption that the proposed combination of Ceno and
Marmon and the proposed prepayment of $25 million of Marmon's long-term debt with funds contributed
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to Marmon by Cerro-Mamion had taken place on September 30, 1975. The pro forma combining adjust-
ments consist of the following (in millions of dollars):

a. Issuance of 4,324,970 shares of Cerro-Marmon Preferred Stock for
4,324,970 shares of Cerro common stock outstanding (54.67%
of outstanding common shares) at an estimated value of $20.75
per share

Incurrence of acquisition costs
Total

b. Issuance of 5,000,000 shares of Cerro-Marmon common stock, at par
value * JiO

c. Elimination of Marmon's investment in Cerro consisting of—
Cost of 3,586,297 shares of Cerro common stock (45.33%

of outstanding common shares) $ 67.8
Equity in Cerro's undistributed net earnings from August 1,

1974 to September 30, 1975

Investment in Ccrro

d. Elimination of Cerro's common stockholders' equity $343.5

e. Adjustment of Cerro's assets and liabilities to reflect Marmon's basis
therein consisting of—

Acquisition of 54.67% interest (a above)
Marmon's 45.33% interest (c above)
Marmon's basis in Cerro's net assets
Cerro's common stockholders' equity
Net adjustment (allocated as discussed below) $175.1

f. Reduction in cash and long-term debt $ 25.0

The allocation of Marmon's purchase cost to Cerro's net assets has been nude in two segments. The
allocation of the cost of the initial purchase of a 45.33% interest in Cerro, made as of August 1, 1974
for purposes of determining Marmon's equity in Cerro's earnings, was made as set forth in Note 5
to the Marmon financial statements. The basis of the pro forma allocation of the estimated cost of the
proposed purchase of the 54.67% interest in Cerro is described below. The concepts used in the August
1, 1974 allocation and the presentation of related adjustments differ in certain respects from the concepts
and presentation followed in the pro forma allocation. However, the results of the August 1, 1974
allocation would not have been changed significantly if the concepts used in the pro forma allocation had
been followed and the presentation of the pro forma adjustments relative to the 45.33% interest has
been conformed to the presentation of the adjustments relating to the 54.67% interest

The pro forma allocation to Cerro's assets of the estimated cost of the 54.67% interest in Cerro,
assumed to have been acquired as of September 30, 1975, has been made on the following basis:

Net current assets and notes due from Chile (long-term portion)

Cost was allocated in amounts equal to Cerro's book values as such amounts were estimated to
approximate fair values.

Investments and operating rights, net

Although they are believed to be of value, no cost was allocated to these assets since appraisal
values are difficult to obtain because of their unique nature (see Notes 1 and 4 of the Cerro financial
statements). Further, if Cerro's book values were considered to approximate appraisal values at Septem-
ber 30, 1975, the aggregate cost which would be allocated to these assets would not significantly affect the
pro forma combined financial statements.
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Net realty assets

As more fully explained in Note D to Cerro's consolidated statement of earnings (loss), it is the
present intention of management to reduce substantially the business, operations and debt levels of the
real estate subsidiary through an orderly liquidation of inventories designed to minimize losses. It is
believed that this liquidation will take place while adverse market conditions prevail, creating an uncer-
tainty as to the amount and timing of the ultimate estimated net realizable value of the real estate
inventories.

Other actions may be taken in the future with respect to the realty operations as management con-
tinues to evaluate its alternatives. However, future actions that might be taken, if any, and the financial
effects thereof are not predictable at this time because of the depressed conditions in the real estate
markets in which Cerro operates and uncertainties as to future market conditions, the availability of
buyers for Cerro's extensive realty inventories and the amounts that might be realized from disposition
of the realty inventories under the various conditions under which they might be sold.

Because of the present conditions in Cerro's real estate markets and the existing uncertainties, it is
not possible at this time to determine a final amount of purchase cost to be allocated to the individual
realty assets, principally realty inventories. Therefore, purchase cost has been tentatively allocated to
the net realty assets as a group in an amount equal to Cerro's book value of these net assets less a
reserve for future realty losses. The amount of the reserve is based on the sum of Cerro's equity in and
advances to the realty subsidiary, debt obligations to the realty subsidiary, and commitments to advance
additional funds to the realty subsidiary (see Notes 14 and IS to the Cerro financial statements). All net
gains or losses from the realty operations for a two-year period (or appropriate shorter period), will be
credited or charged to such reserve. It is expected that present uncertainties concerning the realty
operations will be resolved during this period. The amount of any reserve remaining at the conclusion
of this period will be applied to reduce the purchase cost allocated to property, plant and equipment
(any remaining reserve applicable to the 45.33% interest will be classified as a deferred credit).

The pro forma reserve for future realty losses reflected in the September 30, 1975 pro forma com-
bined condensed balance sheet of Cerro-Marmon has been determined as follows (in millions of dollars):

54.67% of Cerro's equity in and advances to the realty subsidiary at
September 30, 1975 $21.3

54.67% of Cerro's debt obligations and commitments to the realty
subsidiary at September 30, 1975 4.9

Reserve for future realty losses applicable to 54.67% interest 26.2
Remaining balance at September 30, 1975 of adjustments made, as of

August 1, 1974, to net realty assets applicable to 45.33% interest 12.8

Total pro forma reserve for future realty losses $39.0

Future income tax benefit

Because of the potential for losses in the realty operation, as discussed under "Net realty assets",
the realizable value of Cerro's asset, "Future income tax benefit", is now uncertain. Accordingly, no
cost has been allocated to this asset. Future income tax benefits realized will be applied to reduce the
purchase cost allocated to property, plant and equipment (benefits realized applicable to the 45.33%
interest will be classified as a deferred credit).

Liabilities (long-term)

Cerro's book values were considered to approximate fair values with the following exceptions:
A. Certain long-term debt was reduced to reflect present value amounts based on current

interest rates in excess of actual rates.

B. A provision was made for the present value of Cerro's unfunded vested pension benefits.
C. Deferred income was eliminated.
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These adjustments were further adjusted for income tax effects.

Property, plant and equipment—net
After all allocations explained above were made, the residual purchase cost was allocated to property,

plant and equipment

3. Pro forma statement of operations—Cerro

The pro forma statement of operations of Cerro for the year ended December 31, 1974 includes
the pro forma results of businesses acquired bv rv— ^-J—.10.74 qnH 19T5 assuming such acquisitions
had been made as of the beginning of 1974. The pro forma adjustments consist of the historical
earnings of these businesses for periods in 1974 prior to their acquisition by Cerro (January 1 through
May 29, 1974 as to Golconda, January 1 through September 25, 1974 as to the Fetterolf Coal Group,
January 1, 1974 through December 31, 1974 as to GM&W Coal Company, Delta Mining, Inc., Stott
Coal Company and James M. Stott Coal Company), adjusted to reflect the pro forma effects from
January 1, 1974 of (a) the allocations of Cerro's purchase costs to the assets of these businesses, (b)
interest applicable to the amounts .expended in the acquisitions for the appropriate periods and (c)
income taxes applicable to the adjusted pro forma results. The pro forma effect of the 197S acquisitions
was not significant for the nine months ended September 30, 1975.

4. Pro forma statement of operations—Mormon

The pro forma statement of operations of Marmon for the year ended December 31, 1974 includes
the pro forma effects of the acquisition of its 45.33% interest in Cerro assuming such acquisition had
been made as of the beginning of 1974 and assuming that the acquisitions by Cerro in 1974 and 1975
had been made as of the beginning of 1974 (Note 3). The pro forma adjustments consist of (a)
Mormon's pro forma equity in the pro forma net income of Cerro from January 1, 1974 adjusted to
reflect the pro forma effects of the allocation of Mannon's cost of its investment in Cerro to its equity
in the underlying assets of Cerro as if such allocation had been made as of the beginning of 1974, (b)
interest expense on the amount of debt incurred to acquire its investment in Cerro for the period January
1 through July 31, 1974 and (c) income taxes applicable to the pro forma adjustments. The pro
forma effect of Cerro's acquisitions in 1975 was not significant to Mannon's equity in Cerro's net
earnings for the nine months ended September 30, 1975.

Mannon's pro forma equity in Cerro's pro forma earnings for the year 1974 has been determined
as follows (in millions of dollars):

Marmon's equity (45.33%) in Cerro's pro forma net earnings $11.2
Adjustments of Marmon's equity to reflect the effects of the allocation of Marmon's purchase

cost of the Cerro stock to Marmon's proportionate interest in Cerro's net assets as of August
1, 19 74 assuming such allocation had been made as of January 1, 1974:

Reduction in pro forma depreciation and amortization 4.2
Reduction in losses from realty sales and write-downs 2.4
Other—net .1

Total 17.9

Less equity for the period August 1, 1974 through December 31, 1974 included in Mannon's
historical statement of earnings 4.3

Pro forma adjustment of Mannon's equity in Cerro's pro forma net earnings $13.6

5. Pro forma statement of operations—combined

The combined pro forma statement of operations combines the pro forma statements of operations
of Cerro and Marmon for the year ended December 31, 1974 and the historical statements of operations
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of Cerro and Marmon for the nine months ended September 30, 1975 as if the combination had taken
place as of January 1,1974. The pro forma adjustments reflect the effects of the pro forma adjustments of
Cerro's assets and liabilities described in Note 2 above as if such adjustments had been made as of ., _»• ,.•,.
January 1, 1974. These adjustments consist of the following (in millions of dollars):

Nine months Year
1975 1974

a. Elimination of—
(1) Mormon's equity in Cerro's pro forma net

earnings $10.2 $17.9

(2) Income taxes on Marmon's equity in Cerro's pro
forma net earnings ji .7 $ 1.3

b. Adjustment of Cerro's costs and expenses—
(1) Elimination of realty losses:

Write-off of goodwill $ 8.0 $
Operating losses 17.2 13.6
Total realty losses eliminated $25.2 $13.6

(2) Reduction in pro forma depreciation and amorti-
zation $ 4.7 $ 6.1

(3) Increase in interest expense ^ .2 ^ .3

(4) Other reductions—net $ I.I ^ .6

c. Elimination of Cerro's income tax reductions applicable to
realty losses eliminated $ 8.1 $ 6.3

d. Earnings applicable to preferred stock—
(1) Dividends at an annual rate of $2.25 per share

on 4,324,970 preferred shares assumed to be
issued $ 7.3 $ 9.7

(2) Accrual of excess of redemption value over value
assigned to preferred stock .3_ .5_

$ 7.6 $10.2

The pro forma adjustments above applicable to Cerro's realty operations result in the elimination
of the net loss incurred by such operations in each period presented. As discussed in Note 2 above,
a reserve for such losses was established in connection with the pro forma allocation of Marmon's purchase
cost to Cerro's assets. Net losses and profits incurred during the two year period following the proposed
combination, during which period it is expected that present uncertainties concerning the realty operation
will be resolved, will be charged or credited to the reserve to the extent applicable. This treatment of
realty losses differs in certain respects from the treatment accorded Marmon's 45.33% equity in realty
losses in Marmon's historical financial statements which treatment was determined on the basis of informa-
tion known to Marmon at that time.

6. Per share data

The book value per common share amount for Cerro is based on the 7,911,000 common shares
outstanding at September 30, 1975. Earnings per common share amounts for Cerro are based on the
average number of common shares outstanding during the periods of 7,925,000 shares in 1974 and
7,911,000 shares in the nine months ended September 30, 1975.

The book value and earnings per common share amounts for Marmon and Cerro-Marmon are based
on the proposed number of common shares of Cerro-Marmon to be outstanding after the combina-
tion (5,000,000 shares), all to be owned by GL. Such determinations as to Cerro-Marmon are
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based on pro forma stockholders' equity after deduction of the liquidation preference of the preferred
stock of $95.1 million as to book value per common share and on pro forma net income applicable to
common stock as to earnings per common share.

7. Ratio of firings to fixed charges and preferred dividend requirements

Ratios shown have been determined as follows (in millions of dollars):

NiM mouths Year
1975 1974

Earnings—
Pro forma net earnings $29.2
Pro forma fixed charges 15.4
Pro forma income taxes 23.8

Total $68.4

Fixed charges—
One-third of ail pro forma rentals, less realty rentals

eliminated* $ 2.6 $ 3.5
Pro forma interest expense, less realty interest elimi-

nated
Pro forma fixed charges added to income
Realty interest expense capitalized
Realty interest expense eliminated
One-third of realty rentals eliminated
Pro forma fixed charges 27.0 40.5
Pro forma preferred dividend requirements (net income

applicable to preferred stock grossed up for income tax
effects at the effective tax rate reflected in the pro
forma combined statement of operations)

Total

Ratio 1.7 2.0

• Estimated to approximate the average interest factor included in the leases as determined by the
companies.

Marmon will be required under the terms of its bank loan agreement to make substantial principal
payments on outstanding bank indebtedness beginning in November 1976 which will, during the term of
the loan involved, reduce its available cash and thereby restrict its ability to pay dividends to Cerro-
Marmon. See Note 8 below.

8. Restrictions

Cerro-Marmon, as successor to Cerro, and Marmon will be subject to the covenants of various loan
agreements of Cerro and Marmon, respectively, which have been amended in contemplation of the busi-
ness combination. The amendments will become effective upon consummation of the business combina-
tion.

Cerro-Marmon, among other things, will be required to maintain minimum levels of working capital,
tangible net worth and debt ratios (each as defined) and will be subject to restrictions as to dividends and
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capital stock repurchases and as to other asset transfers, investments and advances to GL or affiliates
thereof. At September 30, 1975, after giving pro forma effect to the proposed business combination,
Cerro-Marmon would have unrestricted retained earnings of approximately $35.9 million for the pay-
ment of dividends and sinking fund requirements with respect to ti.~ .......̂  J^v/clc. ilo-c/cr, based
on the pro forma working capital of Cerro-Marmon, as defined in the amended loan agreements, dividend
and sinking fund payments would be limited to approximately S22 million. See Note 9 to the Cerro
consolidated financial statements and "Description of Capital Stock of Cerro-Marmon—Certain Restric-
tions Imposed by Long-Term Debt" elsewhere herein.

Marmon, among other things, will be required to maintain minimum levels of working capital (as
defined) and tangible net worth, will be subject to restrictions as to dividends and capital stock repur-
chases or other asset transfers or advances to Cerro-Marmon and will be required, under certain circum-
stances, to make substantial prepayments on its long-term debt. See Note 7 to the Marmon consolidated
financial statements and "Description of Capital Stock of Cerro-Marmon—Certain Restrictions Imposed
by Long-Term Debt" elsewhere herein.

BUSINESS AND PROPERTIES OF CERRO

Business

Incorporated in New York in 1915 as the successor to mining enterprises in Peru which were com-
menced in 1902, Cerro Corporation (the term "Cerro" refers to Cerro Corporation and its subsidiaries
unless otherwise required by the context) is engaged in the United States in the manufacture and sale of
refined copper, copper and brass mill products, electric wire and cable and valves, fittings, regulators and
other control equipment for pressurized gases; coal mining and other mining operations; common carrier
motor freight operations; and real estate operations. A wholly owned subsidiary, Cerro Sales Corpora-
tion ("Cerrosales"), conducts world-wide trading activities in nonferrous refined metals, concentrates
and other raw materials including copper, lead, zinc, silver and bismuth. Cerro also has a 22.25%
interest in Southern Peru Copper Corporation, a company which operates a large copper mine in Peru;
a 12% interest in an iron ore mining venture in Australia; and various interests in several relatively
small mining and manufacturing companies in Peru.
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Cerro functions through four operating groups: manufacturing (which includes Metal Products, Wire
and Cable Products and Metals Trading as set forth in the table under "Information as to Continuing
Lines of Business"); real estate; trucking; and mining.

Manufacturing Group

The operations of the Manufacturing Group are carried out through Cerro Copper Products Division
("Cerrocu"), Cerro Metal Products Division ("Cerromet"), Cerro Wire and Cable Co. Division
("Cerrowire"), Cerro Communication Products Division ("Cerrocom"), Ccrrosales and Golconda
Corporation ("Golconda").

Cenocu
Cerrocu produces and sells copper plumbing tube and related items, thin-wall industrial copper

tube, and elecrolytic copper cathode. Plumbing tube is sold principally to plumbing wholesalers direct
from the mill through twelve regional warehouses. Industrial tube is sold primarily to original equip-
ment manufacturers. Sales of electrolytic copper cathodes are approximately equally divided between
sales on the open market to the ultimate user and to Cerrosales for resale (See "Cerrosales" below).
Cerrocu also distributes a line of plastic plumbing fittings for anothei manufacturer.

On March 7, 1975 Cerrocu settled an 18 week strike, which had closed its Sauget, Illinois
manufacturing facility, by signing a new three-year contract with the United Steelworkers. Manage-
ment believes the terms of the new contract will permit Cerrocu's operation at Sauget to remain com-
petitive from the standpoint of labor costs for the term of the new contract.

Cerromet
Cerromet produces and sells brass mill products, including brass and bronze rod, bar, shapes, wire,

forgings, screw machine parts and die castings, as well as certain low melting point alloys, principally
to original equipment manufacturers and metal distributors.

The principal markets for products manufactured by Cerromet and sold by it to fabricators are
the housing, automotive, industrial process and control equipment, and communication and electrical
equipment industries. In addition to the foregoing, a small portion of Cerromet's total sales are to
distributors of brass rod products.

On April 17, 1975 Cerromet settled a six week strike of the United Auto Workers at its principal
facility at Bellefonte, Pennsylvania following expiration of a labor agreement. Cerro's management
believes that the settlement terms will not place the division at a competitive disadvantage.

During the second half of 1974 and the first half of 1975 the division experienced a substantial
decrease in demand for its rod and fabricated parts products. This decrease began to abate in the
third quarter of 1975.

Cerrowire
Cerrowire produces and sells single and multi-conductor building wire and cable, control, power

and instrumentation cable, aerospace and marine cable, copper wire rod, electrical metallic tubing and
coaxial cable.

Cenowire's products are sold through its own sales offices, manufacturer's representatives, and
distributors to (i) the construction industry, (ii) public utilities, and (iii) diversified manufacturers,
including those in the defense, maritime, and aerospace industries. It is expected that in early 1976
Cerrowire will commence the manufacture of intermediate metal conduit in a new building at its
Syosset, New York facility. Cerro has acquired a building in East Granby, Connecticut, and related
equipment, resulting in an expansion of production of utility wire and cable.

Cerrocom
Cerrocom manufactures coaxial cable and passive devices and sells them directly and through

distributors to cable television system builders and operators.

Cerrosales
Cerrosales conducts worldwide metal trading activities. It trades, generally on a hedged position,

in metal contracts on The Commodity Exchange, Inc., in New York, the London Metal Exchange and
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foreign exchange markets. Cerrosales deals in nooferrous refined metals, concentrates and ores, including
copper, lead, zinc, silver and companion metals. On December 20, 1974 Cerrosales was appointed
copper'sales'agent in the United States and Canada for Corporacion del Cobre, Chile, an agency of the
Government of Chile which oversees most copper production and sales operations of Chile.

Goiconda
As a result of private purchases and a tender offer concluded at the end of May 1974, Cerro owns

approximately 86.6% of the outstanding shares of common stock of Goiconda and approximately
73.5% of the outstanding shares of its preferred stock, or approximately 85% of Golconda's total
voting stock. Goiconda is engaged in the manufacture and sale of valves, fittings, regulators and
other control equipment for pressurized gases. The propane gas market has historically accounted
for approximately 70% of Golconda's business. The propane market currently is depressed because
of the high cost of propane gas. In addition, Golconda's share of such market has eroded Golconda's
products are sold principally in the United States by a variety of methods, including both direct sales and
sales through distributors and dealers. Goiconda sold its food service equipment business and its pre-
cision components and assemblies business in the first half of 1975.

Properties
Cerro's fabricating and manufacturing operations are conducted at twelve principal plant locations

having an aggregate of approximately 3.5 million square feet of floor space, all of which are owned in
fee (except for 132,000 sq. ft. of the Ohio plant of Cerrocu which is leased under a lease expiring Decem-
ber 31, 1980, renewable to 1995, and the equipment at the New Jersey plant of Cerrocom which is leased).

Competition
The fields in which Cerro's manufacturing divisions operate are intensely competitive. Although

Cerro is a major producer in its fields, a number of its major competitors in the copper fabricating field
are fully integrated and have captive sources of copper which equal or exceed their fabricating and manu-
facturing capacities. Each of Cerro's manufacturing divisions is dependent on non-captive sources of
supply.

Cerrocu—There are approximately 25 primary and redraw domestic copper tube companies with
which Cerrocu competes. Ah* of these companies have capacity substantially in excess of demand, a
condition aggravated by substantially reduced demand in the second half of 1974, and the nine months
ended September of 1975. Cerrocu attempts to compete in the areas of price and service by maintain-
ing regional warehouses for its product lines and using its own sales force. In the sale of electrolytic
copper cathodes, Cerrocu competes with ah* copper refiners.

Cerrowire—There are a large number of competitors with which Cerrowire competes, no one of
which necessarily produces the same product line. Therefore, its competitive position varies with each
type of wire and cable produced by this division. Conditions are highly competitive.

Cerrocom—There are approximately six major manufacturers with which Cerrocom competes, no
one of which necessarily produces the same product line. Therefore, its competitive position varies with
each product produced. Conditions are highly competitive.

Cerromet—There are seven major competitors producing substantially similar products as Cerromet,
as well as over 100 foreign and domestic companies competing in various lesser degrees with all products
produced by this division. The division competes on the basis of quality of its products and the geo-
graphic locations of its facilities.

Goiconda—Goiconda is subject to intense competition from a large number of firms in the fields
in which it is engaged. Competition varies from older and larger firms having greater financial resources
than Goiconda to small local and regional competitors which have advantages deriving from proximity
to local markets.
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Sources and Availability of Raw Materials

Cerro's Manufacturing Group depends for raw materials (principally copper) used in the production
of copper and brass mill products, electrical wire and cable products on non-captive sources of supply,
including purchases from United States, Canadian and other foreign producers of primary copper, from
Cerrosales, from scrap dealers and customer generated scrap. Copper produced by the expropriated
operations in Peru had not recently been used as a major source of copper for Cerro's manufacturing
operations, and therefore the loss of Cerro de Pasco Corporation has not had a direct effect on the
availability of supplies for the Manufacturing Group.

Copper is purchased in the United States at U. S. producer prices and dealer and scrap prices which
are generally at variance with one another. When the U. S. producer prices are below those for scrap
and dealer copper, Cerro has historically not been able to obtain the quantities of copper it requires at
the U. S. producer prices, thus placing it at a distinct competitive disadvantage with those favored with
large supplies of copper at U. S. producer prices.

A renewal of the fuel shortage or further increases in the price of oil, natural gas or electricity could
result in increases in all energy costs and in the case of oil the costs of materials produced by the petro-
chemical industry. The Cerrowire and Cerrocom divisions use a substantial amount of petro-chemical
products such as polyethylene, neoprene and polyvinyl chloride in the manufacture of its wire and cable.
Renewal of a shortage of such products as occurred in the last half of 1973 could cause some curtailment
of output. Production of wire and cable was somewhat curtailed during the first nine months of 1974
because of a shortage of raw materials, primarily copper, steel, plastic resins and plasticizers.

Backlog o] Orders

With the exception of the New Haven plant of Cerrowire, backlog of orders are not material to the
business of the Manufacturing Group. As at September 30, 1975 the New Haven plant had a backlog
of orders believed to be firm of $10.6 million as compared with $17.5 million at September 30, 1974.

Tracking Group

Illinois-California Express, Inc., a Nebraska trucking corporation ("ICX"), is a Class 1 common
carrier of general commodities subject to regulation by the Interstate Commerce Commission ("ICC")
and operates over 18,000 route miles in all or part of the states of California, Arizona, New Mexico,
Texas, Utah, Colorado, Nebraska, Kansas, Missouri, Illinois, Iowa, Indiana, Ohio, Wyoming, Nevada,
Oklahoma, Wisconsin, and Minnesota. Since its acquisition by Cerro in 1972, ICX has expanded
its operating authority through acquisition of the operating authorities of a number of small trucking
companies. During 1974, ICX received temporary authority from the ICC to operate Bestway
Freight Lines, Inc.i which includes routes to such cities as Tulsa, Oklahoma City, and Wichita. In
addition, during 1974, ICX received permanent authority from the ICC to operate Southern Express
Company previously operated by ICX under a temporary authority granted in 1973. As a result of the
Southern Express acquisition, ICX extended routes directly covered by it from Chicago, Illinois, to the
northern Ohio area, including the cities of Cleveland, Akron, Warren, and Toledo. ICX presently
has applications pending before the ICC, which, if approved, will enlarge its service in the Chicago,
Illinois area, and provide new routes between Omaha, Nebraska and Kansas City, Missouri. During
1974, ICX continued to serve customers on a national basis through interchange agreements with
various trucking companies whose authorities cover those portions of the United States for which ICX
has no operating authority.

In October 1975, ICX was granted permanent authority by the ICC to operate Arrow Motor
Transit, Inc. thereby acquiring an additional terminal facility in Fort Wayne, Indiana and providing a
service to and from that area.
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As a common carrier, ICX has no long term agreements with customers and therefore no backlog.

ICX operates both diesel and gasoline fueled trucks. The primary source of fuel is the major
oil companies and some independent oil suppliers. In order to avoid the effects of temporary fuel
shortages, during 1974 ICX added storage capacity for the purpose of maintaining an adequate supply
of fuel. In addition, two transport tankers were purchased for the purpose of moving fuel into areas
of short supply. The cost of the foregoing was not material to ICX. The impact of the imposition
of any fuel rationing program and/or the imposition of levies on foreign oil cannot be predicted.

On July 1, 1975, rate increases were granted by the ICC of approximately 4% to offset labor cost
increases. Such rate increases, however, were not adequate to offset I— ...' 1: -±2- '.'-.— !~bor.

The cost of fuel continued to increase during 1974 and the first nine months of 1975 so that such
costs aggregated approximately 5.4% of ICX's total costs for 1974, as compared with approximately
3.1 % for 1973, and 5.3% of costs for the first nine months of 1975 and 1974. During the first half of
1974 rate relief was granted in the form of a temporary surcharge, and permanent rate increases were
granted during the year. On September 23, 1975, an additional 2% increase in rates was approved by
the ICC which, in pan, has offset increases in fuel and other operating costs. This rate increase, applies
to the operations of ICX in the Rocky Mountain Tariff Bureau area which accounts for about 76% of
ICX's business.

At September 30, 1975, the Trucking Group owned thirty terminals. In addition, nineteen terminals
were leased by the Trucking Group at an aggregate rental of approximately $826,500 per annum.
The leases on the terminals, one of which is on a month to month basis, expire at various dates through
December 31, 1987.

The Trucking Group owns 269 road tractors, 462 converter gears and 1,649 road trailers. In
addition, the Trucking Group owns 825 pieces of local equipment consisting of pickup trailers, pickup
trucks, service tractors and service trucks.

Competition
Competition for freight, within the geographic market in which ICX operates, is intense from

competing trucking companies as well as other modes of transportation. Based on the latest available
industry statistics, ICX was among the 50 largest General Commodities Common Carriers in terms
of gross revenues. ICX, which operates under the regulation of the ICC and various State regulatory
agencies has a number of authorities, licenses and franchises with which it believes it is in compliance.

Mining Group

Fetterolf Coal Group

On September 25, 1974, Cerro acquired, through its wholly owned subsidiary, Fetterolf Coal and
Construction, Inc. ("Fetterolf'), at a total cost of approximately $34,000,000 in cash, the M. F. Fetterolf
Coal Co., Inc. and its affiliates which own and lease operating properties in Somerset County, Pennsylvania
containing coal reserves, principally of metallurgical quality.

Cerro engaged Gates Engineering Company, independent consultants, to make an independent
study of certain of the Fetterolf coal properties. Based upon this study it is estimated that such prop-
erties contain reserves of approximately 40,000,000 tons of clean recoverable coal. These reserves
are contained in two seams separated vertically by approximately 100 feet in a tract of approximately
12,000 acres. Such seams are contained in areas of approximately 4,600 acres and 3,100 acres,
respectively, with sulfur contents of approximately 1.25% and approximately .80%, respectively. Seams
less than 36 inches thick are not considered as reserves.

In addition, Fetterolf owns or leases parcels of land containing coal deposits. Fetterolf conducts
surface mining operations on such parcels on which there are no comprehensive exploratory studies.
Because of the lack of such studies, Fetterolf is unable to determine the amount of coal in such parcels
which will be exploitable. The extent to which this coal is mined will depend upon the results of further
exploration studies as well as economic conditions prevailing hi the coal industry, neither of which can be
predicted at this time.
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In the fourth quarter of 1974, Fetterolf had pre-tax earnings of $10.5 million on sales of $21.1
million. Operations were interrupted during the quarter from November 12, 1974 to December 9, 1974
as a result of a United Mine Workers' strike. In the first nine months of 1975, Fetterolf had pre-tax
earnings of $12.1 million on sales ot $50.6 million. For information concerning events in the third
quarter affecting Fetterolf's profitability see "Cerro Management's Discussion and Analysis of the Con-
solidated Statement of Earnings (Loss)".

Fetterolf produces low volatile metallurgical coal which is sold both domestically and abroad.
As noted below, a substantial proportion of Fetterolf's production is dedicated to a long-term Coal
Sales Agreement with two Japanese corporations. The remaining production is sold on the open
market (the "spot market"). Such spot-priced coal is subject to wide price fluctuation. Based upon
representative shipments, currently such price is at its lowest level in 1975 or approximately $40-45
per short ton while earlier its 1975 high was $70 per short ton. The earnings of Fetterolf during the
fourth quarter of 1974 were in large part a result of coal sold on the spot market at record price levels.
Average spot prices for metallurgical coal for the first nine months of 1975, while higher than those
prevailing during the comparable period in 1974, have fallen substantially from those prevailing during
the fourth quarter of 1974.

The demand for metallurgical coal is dependent upon the demand for steel and in particular the
demand for steel made from iron ore, since steel can be produced from scrap without the use of
metallurgical coal. Because of the world wide decline in steel production, the amount of metallurgical
coal sold in the spot market both domestically and abroad has declined since the fourth quarter of 1974.

At the time of acquisition, Fetterolf s underground and surface mining operations were producing
at the rate of approximately 650,000 short tons per annum. Expansions are now under way which are
expected to increase mine production to 2 million short tons a year at an estimated capital total cost of
$23 million of which approximately $7.8 million had been expended as of September 30, 1975. The
bulk of such production is and will continue to be from underground mining operations.

Fetterolf s coal preparation plant at Boswell, Pennsylvania, which is also the location of Fetterolf s
executive and administrative offices, has a present design capacity to process coal sufficient to produce
about 1 million short tons of clean coal per annum. The location of the preparation plant provides access
to a source of purchased coal from local independent producers, if desirable. This facility is now in the
process of being expanded to a design capacity of approximately 2.4 million short tons a year at a cost of
$4.4 million. The expanded coal preparation plant is expected to be fully operational by April 1977.

Coal produced at such preparation plant consists of a blend of coal obtained from surface
mining and underground mining, as well as coal purchased from unaffiliated third parties.

The following table sets forth certain information as to Fetterolfs operations for the periods

indicated: ooo'g Short Tom*

Surface Underground Coal Purchased Total CoaJ
Mining Mining From Other* Sold**

July 1,1973 to December 31, 1 9 7 3 * « * . 61 161 149 333
1974 257 290 414 965
January 1, 1975 to September 30, 1975 . . 208 245 360 712

* Tonnage is calculated after processing at Fetterolfs coal preparation plant.
** Differences in totals of sources of coal and coal sold is accounted for by inventory.

**• Fetterolfs coal preparation plant went into production in May 1973.

In the light of the current expansion program described above, the foregoing table is not indicative
of the operations of Fetterolf in the future. It is anticipated that when the present expansion programs
have been completed, underground mining will constitute a larger portion of Fetterolfs production.

As of October 1, 1974, Fetterolf entered into a Coal Sales Agreement with two Japanese corpora-
tions for the sale of metallurgical coal beginning July 1, 1975. Shipments under this Agreement began
in April of 1975. Fetterolf is required to deliver and the buyers are obligated to accept 600,000
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long tons (2,240 pounds avoirdupois) during the first nine months and one million long tons annually
thereafter until March 31, 1988. The price under the Coal Sales JAgreement is firm for the life of the
contract, subject to adjustment, based upon certain indices, for increased or decreased costs and to
maintenance, in part, of existing profit margins. At present approximately 80% of Fetterolfs produc-
tion is being dedicated to such Coal Sales Agreement. It is anticipated that when the expansion program
discussed above has been completed approximately 50% of such production will be dedicated to such
contract. There can be no assurances as to the prices or mam
production.

The price for coal sold under the Coal Sales
failure to meet specifications for ash and sulphur content.

er of sale of the remainder of such

.rrtant ic

price reductions, the causes of which management believes can be corrected. The buyers under the
Coal Sales Agreement can also reject coal not conforming to quali'

kp subject to certain reductions for
Initial shipments have been subjected to small

y requirements in regard to ash and
sulphur content if the coal shipped repeatedly fails to conform to those requirements until the buyers have
received adequate assurance based on testing results that the coal tendered for delivery will meet content
standards. If such coal fails to meet certain other specifications in two consecutive shipments, the buyers
must accept such coal but only at a penalty to be borne by Fetterolf to be negotiated. If the next suc-
ceeding shipment fails to meet such other specifications, the buyers may reject such shipments unless a
reduced price is negotiated. In the event of a failure successfully to
terminate the Coal Sales Agreement.

On December 19, 1974, Fetterolf, borrowed from the buyers under the Coal Sales Agreement
$35 million at an interest rate of 9.5% per annum. The loan is
portion of the assets of Fetterolf. Repayment of the loan is to be made in semi-annual installments over
a ten-year period commencing December 20, 1977. Cerro used a
to finance the purchase of Fetterolf and the balance has been or

negotiate such price, the buyers may

secured by liens upon a substantial

portion of the proceeds of the loan
will be used to expand the existing

facilities as described above. Cerro has guaranteed delivery by Fetterolf of one million long tons of
coal in the first full fiscal year of the Coal Sales Agreement Fetterolf has the right under the loan
agreement to suspend debt service for up to one year should it be unable to ship coal to the buyers
as a result of an event of force majeure as set forth in the Coal Saliss Agreement. In addition, damages

ers may be offset against paymentsresulting from a breach of the Coal Sales Agreement by the buj
due under the loan agreement.

Fetterolf owns or leases coal lands located in western Pennsyl yania. Under the terms of the deeds
or leases to such lands Fetterolf has the right to remove and take tile to coal in certain specified seams
in such coal lands but usually, as is customary in the industry for underground mines, does not have title
or the right to possession of the surface of such lands. In most cases the right to remove other minerals
or coal from other seams has been reserved to the grantor. In addition, Fetterolf owns or leases surface
rights to land on which are located or are to be located existing or proposed mine entrances and various
structures, such as offices, storage and work sheds, and the coal preparation plant referred to above.
Management believes that the material deeds and leases held by Fetterolf are on terms suitable for their
intended uses. Such leases are numerous and vary in their term:;, but management believes that the
terms of the material leases (including permissible renewals thereon, if any) are sufficient to permit
mining to exhaustion of the reserves covered thereby if it is so desired.

At present, all of Fetterolfs underground mines are operated under contract by the G.M.&W.
Coal Co. In order to assure continued operation by a qualified underground mining organization,
Cerro purchased in the second quarter of 1975 the G.M.&W. Coil Co. and its sister company, Delta
Mining, Inc., for a price of $7.65 million, of which $2.15 million wis paid in cash and the timing of the
payment of the remainder is to be based on cash flow of those companies over a period estimated to be
four or five years. Both G.M.&W. Coal Co. and Delta Mining, Inc. mine coal for others.

Acquisition of Stott Coal Company ("Stott")

In the third quarter of 1975, Cerro acquired Stott for a net price of $5.0 million, of which
$1.4 million was paid in cash and the timing of the payment of the remainder is to be based on cash
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flow of that company over a period of time estimated to be three years. At the time of the acquisition
Stott owed Fetterolf $1 million net.

The acquisition of Stott, a producer of medium volatile metallurgical coal located in Pennsylvania
approximately ou units irom the hevteroif group, will increase Cerro's annual production capacity by
750,000 short tons. Since the start up of the preparation plant in May 1975, Stott has produced medium
volatile metallurgical coal approximately 50% of which is obtained from surface mining and the balance of
which is purchased from independent operations in the area. It is contemplated that within the next six to
12 months coal obtained from surface mining will increase to 60% of total production. The location of
the Stott preparation plant in Philipsburg, Pennsylvania assures a source of such purchased coal, if
desirable. Coal produced by Stott does not meet the specifications for the Coal Sales Agreement of
Fetterolf, and is not subject to any sales agreement. Therefore, there is no assurance of a market
for the coal produced by Stott. Stott has two principal customers, both of which are in the steel industry
which purchase substantially all of its production and on which it is presently dependent.

Cerro engaged John T. Boyd Company, independent mining and geological engineers, to make
an independent study of certain of the Stott coal properties. Based upon this study it is estimated
that such properties contain reserves of approximately 5,000,000 tons of clean recoverable coal. Coal
is mined from a number of seams with a sulfur content of from .80% to 1.25% which is then blended
to achieve a sulfur content of 1.1% which is permissible within the markets to which Stott sells. These
reserves are contained in several seams in several different tracts of approximately 5,000 acres. In
addition, Stott owns or leases parcels of land containing coal deposits. Stott conducts surface mining
operations on such parcels on which there are no comprehensive exploratory studies. Because of
the lack of such studies Stott is unable to determine the amount of coal in such parcels which will be
exploitable. The extent to which this coal is mined will depend upon the results of further exploration
studies as well as economic conditions prevailing in coal industry, neither of which can be predicated
at this time.

Transportation
Coal produced by Fetterolf and Stott is transported primarily by rail and also by trucks. Within

the coal industry rail cars are in short supply from time to time and the unavailability thereof could
have an adverse impact upon Fetterolfs and Stott's operations and Fetterolfs ability to comply with
the Coal Sales Agreement.

Marketing Arrangements
Fetterolf and Stott's production, including that coal sold pursuant to the Coal Sales Agreement,

is marketed through an unamliated company under a contract for a remaining term of 4.5 years,
pursuant to which such company receives a commission of 2% on the first million tons sold by each
of Fetterolf and Stott and 1 % thereafter.

Competition
Fetterolf and Stott compete with numerous producers, some of whom are substantially larger, and

each has only a small share of the market. In addition, there are large reserves of metallurgical coal
owned by steel companies and others.

State and Federal Safety and Environmental Regulation
Cerro's coal operations are subject to Federal and State regulation in matters of coal mine health

and safety, including legislation prescribing health and safety standards promulgated under the Federal
Coal Mine Health and Safety Act of 1969. This Act empowers Federal Mine Inspectors to conduct
inspections and issue citations or require cessation of mining in the event that violation of standards
or the existence of dangerous conditions are found. The managements of Fetterolf and Stott believe that
they are in substantial compliance with the Act.

Fetterolfs and Stott's operations are subject to environmental regulations imposed by the Federal
Government and the Government of the Commonwealth of Pennsylvania. Such regulations include
water and air quality and surface mining regulations which affect operations at Fetterolfs and Stott's

55 LS 000980

MARGRP CDAdm-1271



mines and facilities. In addition, Fetterolfs underground mines are subject to regulations relating
to subsidence of the surface as a result of undermining. The management of Fetterolf and Stott believe
that they are in compliance with such regulations. To date the sulfur content of the coal produced and
blended by Fetterolf and Stott has been 1.0% and 1.1%, respectively, which is within permissible limits
in all the markets in which it is sold.

Cerro Spar Corporation
Cerro's wholly owned subsidiary, Cerro Spar Corporation ("Cerrospar"), is the operator and

manager of, and has a 70% interest in; ° :~:"' "•"""•".which broan construction of a fluorspar mine and
milling operation in western Kentucky in June 1972. The project was completed in mid-year 1974
at a cost to the venture of $6.7 million. Cerrospar has not in the past contributed to Cerro's earnings
and is not expected to do so in the foreseeable future.

Start up problems and certain underground mining conditions resulted in unsatisfactory operations
in 1974. Production has been curtailed pending further underground exploration. It is anticipated
that this exploration work will be completed in late 1976 at a cost of approximately $1.0 million. On
the basis of adequate sampling the existence of approximately 120,000 tons of approximately 35%
fluorspar (calcium fluoride) has been established. In addition to this tonnage, based upon limited
exploration, the existence of substantial additional mineralization has been established, but the degree
to which these deposits will be commercially mineable will depend upon the results of the work currently
in progress. Contingent upon the results of this exploration work the mine would be designed to produce
at an annual rate of 56,000 tons of acid-grade fluorspar. The two principal uses for fluorspar are in the
production of hydrofluoric acid by the chemical industry and as a flux in the steel industry. Cerrospar
expects to sell all of its production to the chemical industry. Approximately 50% of its design capacity
is committed to long term contracts with 2 customers in the chemical industry. As to the excess of design
capacity over such commitments no contracts have been made.

The fluorspar business in the United States experiences competition from both European and Mexi-
can producers. However, Cerrospar's principal competition is from Mexico owing to the shipping advan-
tage that Mexican producers have over the European producers.

Zidani Asbestos Mine Project
The mining rights to the Zidani asbestos deposit in northern Greece are held under long-term lease

by a 71.25% owned Greek subsidiary of Cerro. The remaining interest is held by the Hellenic Industrial
Development Bank S.A., an agency of the Greek Government, which has provided funds for field work
and related studies. In 1974, Cerro fully reserved the amount of its investment and has no plans
at this time to develop the deposit.

Real Estate Group

Cerro's wholly owned subsidiary, Leadership Housing, Inc., is engaged in the residential real
estate business. (The term "Leadership" refers to Leadership Housing, Inc., and its subsidiaries unless
otherwise required by the context.) The principal real estate operations include (i) housing operations
consisting of the development, construction and sale of communities of single family homes, including
condominium units; (ii) the sale of unproved and unimproved land; and (iii) the development, con-
struction, sale and management of rental apartment complexes. In addition, Leadership is a participant
in joint ventures engaged in real estate development.

Leadership has been experiencing operating losses and severe liquidity problems. It is the intention
of Cerro management to reduce substantially the business, operations and debt levels of Leadership
through an orderly liquidation of inventories designed to minimize losses. As a result of the depressed
condition of the real estate market existing in the United States generally, and in Florida in particular,
an orderly liquidation of inventories designed to preserve corporate assets is likely to take several years.
Based upon the information presently available, management believes that this liquidation will take place
while adverse market conditions prevail. Management does not intend to acquire additional properties
or undertake new projects except to the extent required to sell existing properties.
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Liquidity
Leadership, because of its operating losses, experienced working capital deficiencies during the first

half of 1Q75 and was without sufficient cash to meet operating requirements. Even with capital infusions,
Leadership was not able to comply with various covenants under the loan agreement with its principal
bank lenders pursuant to which it had borrowed $42.5 million during 1973-1974. See Note 14 to notes
to Cerro's financial statements.

In June 1975, the loan agreement was restated and amended. Credit available to Leadership
under the loan agreement was increased by $12 million (from $42.5 million to $54.5 million) and the
maturity date was extended to April 1, 1977. The principal lenders agreed to provide $2 million of this
increase and Cerro agreed to provide $10 million, all to provide funds for working capital and to pay
short term indebtedness. In connection with such restatement and amendment of the loan agreement,
Cerro purchased from Leadership: (i) all of the issued and outstanding capital stock of Tamarac Utilities,
Inc., Leadership's wholly owned utility company; (ii) a note and mortgage from Tamarac Utilities, Inc.
to Leadership, the prepayments of which are to be made directly to Leadership's lenders to reduce the
unpaid principal amount under the loan agreement; and (iii) certain accounts receivable of Leadership
from Tamarac Utilities, Inc. The purchase price for such assets was $15.75 million, of which approxi-
mately $12 million was paid in cash to Leadership and approximately $3.75 million was paid by
issuance of a nonrecourse Cerro note (secured by the Tamarac note and mortgage referred to above).
In the event of a disposition of Tamarac Utilities, Inc. by Cerro, Cerro must pay to the lending banks
the amount of proceeds of such disposition which exceeds such purchase price and certain other pay-
ments which amount will be credited to reduce Leadership's debt under the Loan Agreement. The
Cerro note was pledged to provide additional collateral under the loan agreement and payments of
the principal thereof are to be made directly to the pledgee. All such funds (and the terms under
which they were made available) were meant to sustain Leadership for the foreseeable future. For
information on the interest rate, elimination of compensating balances and further terms of the loan
agreement, see Note 9 and Note 6(a) to Note 15 of the Notes to Cerro's Financial Statements.

Cerro was required under the terms of the loan agreement to subordinate amounts owing to it from
Leadership (other than the $10 million to be advanced under the loan agreement and $5 million evidenced
by two notes which are pan passu to the lending banks' claims under the loan agreement) to the claims
of the lending banks. Such subordination covers past advances only.

The loan agreement contains, in addition to provisions normally found in such similar debt instru-
ment, covenants which Cerro's management believes are consistent with its decision to reduce
substantially Leadership's business operations and debt levels, such as a prohibition against the acquisition
of any real estate, a prohibition against the commencement of new projects and required prepayment of
the loan by application of a specified portion of the proceeds from the disposition of its assets. Events
of Default exist under certain of the covenants in the Amended and Restated Loan Agreement of
Leadership. However, Leadership has been notified by a letter dated January 20, 1976 from the agent
bank that an agreement has been reached in principle, which has been approved in principle by several of
the Participating Banks, to effect certain modifications in the provisions of the Loan Agreement which
would have the result of eliminating all such existing Events of Default. Such agreement in principle
is subject to receipt by the agent bank of satisfactory documentation and to its receiving formal approval
of such documentation from the Participating Banks. So long as the Loan Agreement is not so amended,
such Events of Default may continue to exist and upon notification from the principal lenders, the debt
covered thereby would become due and payable. See Note 6 to Note 15 of the Notes to Cerro's
Financial Statements.

Of the $12 million made available to Leadership under the amended loan agreement executed on
June 18, 1975, the principal bank lenders have advanced their entire $2 million and, as of January 22,
1976, Cerro had advanced $7.7 million. All such funds were required by Leadership to meet its cash
requirements. $2.3 million remains available under the amended loan agreement. In the fourth quarter
of 1975 Leadership had to borrow $2.95 million to meet its cash requirements. In light of such cash
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requirements and limited availability of additional funds, Leadership's management has formu-
lated goals with respect to overhead reduction, the reduction of cash outflow through the cooperation
of lenders and other creditors, housing unit sales and reduction of land inventory. Even if these
goals are achieved, there can be no assurance thai temporary financing for working capital purposes
will not be needed, or that if needed, will be available. See "Pending Legal Proceedings." At September
30, 1975 the amount of Cerro's equity in Leadership was $39.9 million and the only material
legally binding commitment of Cerro (other than the loan agreement) in respect of Leadership is in
connection with surety bonds amounting to $36.2 million, guaranteeing Leadership's performance under
cenain construction contr/"""1 A «»bstantial. Amount.of work has been preformed under such contracts,
but it is not possible to predict the cost to Cerro, if any, under the surety bonds.

Results o\ Operations
Leadership's revenues from sales declined from approximately $160 million in 1973 to approxi-

mately $96 million in 1974, resulting in a pre-tax loss of $13.6 million in 1974 as contrasted with a
pre-tax profit of approximately $11.9 million in 1973. Leadership's revenues from sales declined from
approximately $71.4 million in the first nine months of 1974 to approximately $23.9 million for the first
nine months of 1975, resulting in a pre-tax loss of approximately $24.7 million in the first nine months of
1975 compared with a pre-tax loss of approximately $7.1 million in the first nine months of 1974. Of
the pre-tax loss experienced during the first nine months of 1975, approximately $8 million was attributable
to a write-off of goodwill (which arose from Cerro's acquisition of Leadership) that was being amortized
over a 40 year period and was determined to be of no continuing benefit to Cerro. The write-off of good-
will does not generate any income tax benefit. Leadership has completed an evaluation of substantially
all its real estate inventories to determine that they are carried at the lowet of cost or estimated net
realizable value, as explained in Note 1 to Note 15—Condensed Real Estate Financial Statements. In
connection with this evaluation, write-downs and other charges of approximately $3 million were charged
to operations during the third quarter ended September 30, 1975. There can be no assurance that there
will not be further write-downs of inventories, which will depend on changes in the real estate market.

For the financial statements relating to the following analysis of the results of operations of Leader-
ship, see Note 15 to the Financial Statements of Cerro Corporation and Consolidated Subsidiaries which
contains (a) a statement of operations for the periods ending December 31, 1974 and December 31, 1973,
as well as the interim periods ended September 30, 1975 and September 30, 1974 which include sales
by lines of business and (b) a balance sheet at September 30, 1975 and December 31, 1974.

The principal factors underlying Leadership's decline in profitability for 1974 were a decline in sales
and the impact of the substantially higher interest rates prevailing during that year combined with rapid
inflation in material and labor costs. For the first nine months of 1975, the economic recession caused a
decline in consumer confidence whereby new home buyers withdrew from the markets in which Leader-
ship operates, resulting in fewer sales. The lack of new home buyers discouraged other builders from
acquiring land parcels from Leadership thereby eliminating sales and profits from this activity. In
Florida, Leadership's most important market, the withdrawal of potential buyers coincided with the
completion by all builders of a record number of dwelling units resulting in an oversupply of unsold units.

The depressed state of the single family market did not result in a substantial decline in
Leadership's revenue for 1974 from the sale of single family homes as compared with 1973, because
such revenues for 1974, for the most part, were derived from the closings on homes under contracts
entered inio in 1973. The gross profit margin, however, on sales of single family homes in 1974 and in
the nine months ended September 30, 1975 declined substantially owing principally to materially increased
costs of interest, labor and materials and the inability to recover these cost increases in full from
purchasers of such homes under the terms of Leadership's contracts. See "Single Family Housing"
below for information on the decline in the number of contracts entered into for single family homes
during 1974 and the first nine months of 1975 as contrasted with the prior comparable periods.

There was a substantial decline in 1974 in the revenues from the development, construction, sale
and management of multi-family housing. This decline resulted primarily from economic conditions
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prevailing in the housing industry during 1973. The revenues recognized in 1973 were attributed to
sales made in prior years. In 1973 Leadership substantially reduced its sales and construction activities
with respect to multi-family housing.

During the first nine months of 1975, no sales of apartments were recognized compared to the one
project recognized in the first nine months of 1974. See Note 1 to Note 15 of Notes to Cerro's Financial
Statements for methods of accounting for revenues from sales of multi-family projects.

Leadership's revenue from sales which do not fall within its principal operations and certain pro-
duction related revenues and expenses are encompassed within the "Other" category, in the Statement
of Operations contained in Note 15 to Cerro's Financial Statements. This category consists of opera-"
lions which are ancillary to Leadership's principal businesses such as country clubs constructed for the
purpose of making homes and land more marketable and utility services. Leadership's gross revenues
from this category were higher in 1973 than 1974 because of sales in 1973 of an office building and
two country clubs for $7.7 million. Such sales in 1973 also resulted in a gross profit of SI.3 million in
that year, as contrasted with a gross loss in 1974 of $2 million attributable to increased operating ex-
pense and a decline in profitability of Richmar Development Corporation, a Leadership subsidiary
engaged in the development of commercial real estate properties, and losses of a utility corporation.
See "Water and Sewer Facilities" below.

Single Family Housing
The following table sets forth certain information as of September 30, 1975 and 1974 and as of

December 31, 1974 and 1973 with respect to single family housing units under construction or completed.

Housing Units Under Contract end
Under Construction or Completed (1)

Ai at Nine Month*
Ended

September 30

Ai •( Year
Ended

December 31

Hooilnf Unite Completed or Under
Construction But Not Under Contracl(2)

A* at Nine Month*
Ended

September 30

Ai at Year
Elided

December 31
1975

Housing East
Palm Beach County,
Florida 15
Broward County,
Florida 112
Pinellas County,
Florida

Housing West
San Diego, California
Leucadia, California .
Orange County, Cali-

fornia
Northern California

and Nevada

8_
135

34
28

76

45
183
318

1974

19

600

44
663

28
20

50

21
119
782

1974

10

276

291

41
6

39

18
104
395

1973

21

1,267

259
1,547

14
30

65

_ _
127

1,674

1975

201

1974

11

185

60 51
264 247

39
87

39

18

183
447

65
132

146

40
_383_
630

1974

14

238

68
320

44
132

1973

85

13
103

23
155

148 118

18
342
662

104
400
503

(1) Although there are contracts covering these housing units, there can be no assurance that the
purchasers will perform. It has been Leadership's practice to retain all or a substantial portion of the
purchasers' deposit and resell the unit rather than attempt to enforce such contracts. The purchasers'
deposit varies from approximately $500 on units sold in California to somewhat higher amounts on
housing units sold in Florida.

(2) Does not include additional housing units which are not under construction but which are
included in the current plans for the respective developments and which may be subsequently constructed.
Includes certain housing units on which refundable reservation deposits have been received from the
prospective purchaser and which, at the option of such prospective purchaser, may subsequently result in
binding contracts.
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The following table sets forth information as to contracts entered into for, and deliveries of, single
family housing units during the nine months of 1975 and 1974 and during the years ended December 31,
1974 and 1973, and single family housing units contracted for but not delivered as of such dates:

Nine Month* Yew Ended
Ended September 30 D«c«mb«f 31

191$ 1914 1914 1913

Hous!n~ *T-:*- —-»-""««H for «ot* (net of can-
cellations) 378 650 648 2,329

Housing delivered 501 1,775 2,250 2,342

Housing Units contracted for sale but not de-
livered at end of period 336 936 459 2,061

As of September 30, 1975, Leadership had a bacldog of orders for 336 single family housing units
aggregating approximately $14,900,000, as compared with 936 single family housing units aggregating
approximately $30,970,000 as of September 30, 1974. At December 31,1974, Leadership had a backlog
of orders for 459 single family housing units aggregating approximately $16,000,000 as compared with
2,061 single family housing units aggregating approximately $62,000,000 at December 31, 1973. Al-
though there are contracts covering these housing units there can be no assurance that the purchasers
will perform. It has been Leadership's practice to retain all or a substantial portion of the purchaser's
deposit and resell the housing unit rather than attempt to enforce such contract. The decline in each of
the periods was due to a number of factors, including the limited availability of mortgage financing,
substantially higher mortgage interest rates, buyer concern with the state of the economy, and the adop-
tion by Leadership of a policy to reduce backlog owing to the difficulty of securing contracts with pur-
chasers which protect Leadership against substantial increases in the cost of labor and materials and
interest attributable to single family housing units during the period of construction. However, the
number of units contracted for sale increased during the third quarter of 1975 reflecting the introduction
of a new single family housing project in the Northern California division of Housing West and the
results in Housing East of a major advertising program coupled with substantial price reductions on
completed condominium and single family homes which were instituted to reduce carrying costs. Housing
East increased activity will not result in a proportionate increase in gross profit because of the substantial
price reductions involved. Initiation of new single family projects required to sell existing land inventory
will depend on the market and cost conditions enumerated above. Leadership does not contemplate
acquiring additional land for single family projects.

Multi-Family Projects

Three projects were completed in 1975, of which one was sold in 1975 and two were sold in 1974.
See "Recent Development" for information relating to an additional project.

In substantially all multi-family projects constructed and sold by Leadership, Leadership has
guaranteed for a specified period either (i) a fixed rate of return to the purchaser or (ii) that revenues
from the project will be sufficient to meet expenses and debt service. Typically, the guarantees are for
a period of from two to three years after completion, and with respect to some projects under certain
conditions may be extended to five years after completion of construction and with respect to three
projects the guarantees are for up to thirty years after completion of construction.
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Land Sales
Leadership has acquired large parcels of unimproved land for its own use as well as for sale to

other developers. The approximate landboldLng interests of Leadership, other than those presently under
development with the joint ventures mentioned below and under "Management of Cerro—Trans-
actions with Pritzker Family Affiliates" elsewhere herein, consist of, at September 30, 1975, 650 acres
in Broward County, Florida; 940 acres in Palm Beach County, Florida; 4,170 acres in Pinellas and
Hillsborough Counties, Florida; 435 acres in Orange County, California; 190 acres in San Diego,
California; 145 acres in Contra Costa County, California; and an aggregate of 140 acres in Maui and
Kauai, Hawaii. As the home-building industry deteriorated in 1974, Leadership ceased negotiations to
acquire options on additonal property and allowed other options to expire without exercise. The losses
in 1974 attributable to the options which expired aggregated approximately $1.2 million. There were
no significant losses attributable to expired options in the first nine months of 1975.

A major source of financing of Leadership's land development has been borrowings from real
estate investment trusts ("REITs"). REIT's have been experiencing significant problems relating
to liquidity which effectively eliminated this group as a source of financing for land development
activities. Commercial banks, which have substantial commitments to the REITs, curtailed their direct
real estate lending activities further limiting available sources of funds. As a result, potential buyers of
Leadership's lands are having difficulty obtaining necessary financing for acquisition and development
activities.

As a result of the foregoing and the depressed state of the single family home market, Leadership's
land sales declined from $30 million in 1973 to $2.9 million in 1974. There were no significant land
sales during the first nine months of 1975. It is not expected that land sales will return to previously
existing levels until such time as there is a general improvement in the housing industry, and an increase
in the availability of funds for land development at lower rates of interest than generally prevailed in
1974 and during the first nine months of 1975.

Joint Ventura

Leadership currently has an interest in four ventures with investors.

The first is a partnership agreement relating to approximately 2,100 unsold acres at September 30,
1975 in Palm Beach County, Florida. Leadership manages, on behalf of the partnership and for a fee,
the development and ultimate sales of this tract for 50% of the profits (but not losses) on approximately
800 acres of the property unsold at September 30, 1975, and shares equally in profits and losses on the
balance. Sales by the foregoing partnership resulted in a pre-tax profit (loss) to Leadership of approxi-
mately $1.6 million and $4.2 million for the years ended December 31, 1974 and 1973, respectively, and
($.3) million and $1.6 million for the nine months ended September 30, 1975 and 1974, respectively.

For a description of the other three joint ventures with private trusts of which members of the
Pritzker family, including Messrs. Jay A. Pritzker and Robert A. Pritzker, are the beneficiaries, see
"Management of Cerro—Transactions with Pritzker Family Affiliates."

Pending Legal Proceedings

Leadership is a defendant in numerous law suits which have arisen in the normal course of its
business. In the opinion of the management of Leadership, such suits will not have a materially
adverse effect upon Leadership; however, the timing and amount of a judgment or settlement in one
or more of such actions could adversely affect Leadership's cash position. See the discussion under
the heading "Liquidity elsewhere herein.

Materials and Supplies
Leadership is dependent for construction materials on independent local and regional suppliers in

the building supplies business. During 1973 and the early part of 1974, Leadership experienced periods
in which certain construction materials were either in short supply or not available at the times required
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by it. The cost of nearly all the materials purchased by Leadership have increased substantially, and
because of existing contracts and market conditions, Leadership, in most instances, has been unable to
pass on such cost increases to its buyers.

Water and Sewer Facilities
Tamarac Utilities, Inc., a wholly owned subsidiary of Ceno, (the stock of which was purchased

from Leadership in connection with the financing referred to under "Liquidity" herein) services the City
of Tamarac, Florida and the surrounding area. Operations are conducted under an exclusive and perpetual

••- • :—...H by »b« p'nrida Public Service Commission. Tamarac Utilities, Inc. also has a franchise
agreement with the City, largely with respect to the use of public rights of way, in consideration of a pay-
ment by the utility to the City of an amount equal to the net of 4 percent of the gross sales of the utility,
less certain building or permit fees. During the 21 month period ended September 30, 1975 the results
of operations of this utility were approximately break even. An application is presently pending before
the Florida Public Service Commission for an increase in the rates the utility may charge its customers.
The utility is presently charging its customers on the basis of an interim rate order allowed by the Com-
mission, representing approximately 80% of its rate request. The utility expects the Commission to
issue a final order within 90 days. During 1974 and 1975, approximately $5.9 million was expended on
plant and system expansion. In addition, funds for additional facilities will be required in an amount
which is estimated to be approximately $1.2 million for 1976. It is presently contemplated that funds
for such additional facilities will be provided by Cerro. The facilities are subject to regulation by the
Florida Public Service Commission, Florida Department of Environmental Regulation (Health Depart-
ment and Pollution Control), and the Central and Southern Florida Flood Control District (water
diversionary rights).

Recent Development
Cerro has committed to provide Leadership with a construction loan of $4,020,000, secured by (a)

a first Deed of Trust on real estate, (b) a security interest in personal property and (c) an assignment
of rents, for a 300-unit apartment complex to be constructed by Leadership in Dallas, Texas, known as
the Meadow Road II Project. This project has been sold in advance of construction, for approximately
$6,000,000. Construction commenced in January, 1976 and is anticipated to be completed by January
1, 1977. In conjunction with this construction loan, Cerro has made certain completion and repayment
guarantees which, together with the $4,020,000 construction loan, create a maximum exposure to Cerro
of approximately $6,627,000. In the event that Cerro is required to provide funds under the guarantees,
the repayment of all sums (other than the $4,020,000 construction loan, which will be repaid upon com-
pletion and delivery of the project to the purchaser and funding of the permanent loan, and except for
approximately $520,000) may not be made to Cerro until Leadership pays all of its obligations under
its aforementioned loan agreement, an event which, if it occurs, will most likely not occur for a substan-
tial period of time.

Competition

The housing industry is highly competitive. Leadership is one of many national home builders and
competes with numerous builders (national, regional and local) of both single and multi-family residences
in every area where its developments are located. Competition is based primarily on design, location
and price. Although it is impractical to estimate the number of companies with which Leadership
competes, there are numerous competitors which are larger, more experienced and have greater financial
resources.

Investments

Southern Peru Copper Corporation

Cerro has a 22.25% interest in Southern Peru Copper Corporation ("SPCC"). SPCC holds
concessions covering two mines, Toquepala, in operation, and Cuajone, under development, both
located inland from the southern port city of Ilo, Peru.
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In 1974 SPCC had sales of approximately $187.9 million and net income of approximately $40.5
million, compared with sales and net income in 1973 of approximately $215.7 million and $61.3
million, respectively. For the first nine months of 1975, SPCC had sales of approximately $77.5 million
and a net loss of approximately $2.5 million compared to sales of $185 million and net income of $45
million for the comparable period in 1974. The decline in sales and the reported loss were due
principally to a seven week strike of the mine and smelter employees at Toquepala, lower copper prices
and increased fuel costs during the third quarter of 1975. In the last half of 1972, dividends were
suspended as SPCC used its earnings in the development of Cuajone.

Pursuant to Peruvian law, the mining community made up of SPCC's employees will eventually
receive 50% of the ownership in SPCC's assets, thereby reducing proportionately Cerro's interest in
SPCC's assets. Under Peruvian law SPCC's employees are entitled to receive 10% of SPCC's pre-tax
income in each fiscal year, 4% of which is to be paid in cash and 6% of which is to be attributed to
ihe acquisition of SPCC's employees of a 50% ownership participation in SPCC's assets. An additional
1% of such annual pre-tax income must be paid to Peru's Mining, Scientific and Technological
Institute. At January 1, 1975, these participations in assets amounted to approximately 9% compared
with approximately 7% as of January 1, 1974. For Cerro's method of accounting for its investment in
SPCC, see Note 4 of Notes to Cerro's Financial Statements.

Tax dispute. The Peruvian tax authorities have assessed additional income tax against SPCC on
a basis which, if upheld, would result in the liability of SPCC for additional income tax (exclusive of
interest and surcharges) in respect of the years 1970 through 1974 of approximately $37.2 million.
The assessment for 1970 is presently the subject of an administrative review by the Peruvian Fiscal
Tribunal, the outcome of which may resolve the dispute as to all the years of assessment. Cerro has no
contingent liability with respect to these assessments.

Toquepala. SPCC has entered into an agreement with Minero Peru Comercial ("Minpeco"), the
Peruvian government's export marketing entity for all Peruvian mineral products, whereby as of
July 1, 1975 the output of the Toquepala mine is sold to Minpeco for resale to third parties. As a
result of costs related to the strike of Toquepala employees, additional financing of approximately $30
million had to be obtained in order to return production to pre-strike levels, which is subject to approval
by SPCC's lenders described below. At December 31, 1974, estimated ore reserves at the Toquepala
mine amounted to 249 million tons of sulfide ore, with average content of 0.89% copper.

Cuajone. Cuajone is being developed under an agreement with the Peruvian Government requiring
minimum annual expenditures. Failure to maintain the investment program or complete the project as
scheduled (December 1976) in the absence of force majeure will result in termination of the Cuajone
concession and the loss of SPCC's investment therein. Presently the development of Cuajone is pro-
ceeding in accordance with such schedule.

A Peruvian joint venture has been established to develop and operate Cuajone. SPCC (with equity
of 88.5%) manages the project while Billiton, N.V., (a Netherlands company holding the remaining
equity interest which it acquired for $24.75 million to be paid to SPCC) has assigned senior engineers
to SPCC for work on project development and on subsequent mining and production operations.
Cuajone will have a design capacity of 170,000 short tons of blister copper per annum. At June 1975
reserves were estimated at 468.4 million tons of sulphide ore averaging slightly over 1% copper and
22 million tons of oxide material averaging 1.29% copper. In addition, low grade leach material (both
sulphide and oxide) amount to 106.5 milion tons averaging 0.32% copper.

Through October 31, 1975, $383 million was borrowed by SPCC under financing arrangements
providing for a total credit of $404 million for Cuajone, in which 54 different institutions participate. Such
financing arrangements restrict dividends and additional borrowings and grant the lenders a security
interest in the assets of SPCC. In addition, Cerro has agreed to indemnify SPCC against certain losses and
expenses related to refining certain Cuajone copper in Peru (limited to the amount of future cash divi-
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dends paid by SPCC to Cerro out of Toquepala current and retained earnings over a period not exceed-
ing from four to seven years). Cerro would also be liable to pay for the value of certain blister copper
from such project estimated not to exceed $5 million even though such copper may not be delivered. Re-
cently, certain stockholders of SPCC, including Cerro, arranged for an option to place in effect on or
before July 1, 1976, insurance against the contingent liability with respect to blister copper. Ccrro's
coverage under such insurance would be approximately $1.5 million.

Cost overruns exceed the credit available under SPCC's financing arrangements by approximately
$106 million, including $70 million for working capital. Borrowings by SPCC to meet these additional
costs will require waivers under such financing arrangements. In order for SPCC to obtain waivers which
will be effective until June 30, 1976 Cerro and the other stockholders of SPCC will be required to
invest an aggregate of $20 million ($4.45 million in the case of Cerro) in additional equity capital in
SPCC. Further, an additional ofiering of equity securities of SPCC (possibly securities with a preference
to dividends) in the amount of $25 million to SPCC stockholders and to third parties may be required
by such lenders. Such offering would reduce Cerro's equity interest in SPCC to the extent Cerro does
not subscribe thereto. Such equity investments would allow SPCC to seek additional credit during
the waiver period to June 30, 1976. In the event such additional equity offering is not fully purchased
or such additional credit is not available on a timely basis the development of the Cuajone concession
by the scheduled date of December 1976 may become impracticable and the loss of such concession
and SPCC's investment therein may result therefrom. In such event the lending institutions would be
entitled to accelerate the indebtedness relating to the Cuajone financing in connection with which the
lending institutions possess a security interest in all the assets of SPCC. Preliminary discussions are
being held by SPCC with possible sources of such additional funds. Through September 30, 1975,
$553 million had been expended by SPCC in the development of Cuajone.

Chile

Under arrangements with the Government of Chile providing for compensation for the expropriation
in 1971 of Compania Minera Andina S.A., a Chilean corporation, 70% owned by Cerro, Cerro received
in 1974 a cash payment of $3,223,000 and notes in the principal amount of $38,633,794. Through
November 30, 1975, Cerro had collected $11.8 million in prepayments of principal and $3.8 million in
regular payments of principal on such notes. For a description of such notes see Note 6 of Notes to
Cerro's Financial Statements.

Peruvian Affiliates

In 1974, Cerro received net dividends of $1,136,000 from its Peruvian industrial and mining affiliates.
For the first eleven months of 1975, Cerro received net dividends of $1,058,000 from such affiliates as
compared with $1,033,000 for the comparable period in 1974. In 1973 Cerro fully reserved for its entire
investment in its Peruvian affiliates.

Compensation lor Expropriation o\ Cerro de Pasco Corporation

In December 1974, Cerro received from the United States Government $10.0 million plus interest,
representing the final installment of the $68.0 million paid by Peru as compensation for expropriation
of Cerro de Pasco Corporation. The $10.0 million had been paid to the United States Government by
Peru in February 1974.

Savage River Corporation (Northwest Iron Co. Ltd.)

Through its 24% equity position in Northwest Iron Co., Ltd. ("Northwest"), Cerro holds an approx-
imate 12% interest in Savage River Corporation, a joint venture operating iron mining and pellerizing
facilities in Tasmania, Australia. Besides Cerro, the owners of Northwest include Pickands Mather &
Co. as operator and 48% owner with the balance distributed among a number of institutional investors.
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Cerro and Pickands Mather & Co. have agreed to advance sufficient funds to maintain Northwest's
working capital at a level of $500,000 until certain of its outstanding indebtedness aggregating $18.8
million at September 30, 1975 has been repaid; such repayment is scheduled for 1983. Under this
arrangement, Cerro is obligated to advance one-third of the funds necessary to maintain working capital
at such level; Cerro advanced $247,000 in 1971 for this purpose. Working capital shortfalls could
be in excess of $500,000 and could be recurring. In the event that Cerro and Pickands Mather & Co.
would find it desirable to have the entire amount of the indebtedness repaid rather than contribute to
working capital, Cerro would be contingently liable for $6.3 million based on outstanding indebtedness
at September 30, 1975. There can be no assurance that Pickands Mather & Co. would concur in such"
judgment and agree to repay that portion of such indebtedness relating to its obligation. No advances
were required in 1972, 1973, and 1974. In July, 1975, Cerro pledged $1,000,000 principal amount
of marketable debt instruments owned by it to a lending institution as partial security for an interim
loan in the amount of $3,000,000 made to Northwest. On November 7, 1975, in connection with
permanent financing arrangements and upon an increase in the loan to $6,000,000, Cerro increased the
principal amount of pledged securities to $2,000,000. Pickands Mather & Co. supported the balance
of such loan.

In 1973 and 1974, Cerro fully reserved, exclusive of its contingent liability, the amount of its
investment in Northwest. Northwest has never contributed to Cerro's earnings and it is unlikely
that it will contribute to such earnings in the foreseeable future. See Note 4 of Notes to Cerro's
Financial Statements for Cerro's share of the reported profits (loss) of Northwest for recent fiscal periods.

Foreign Operations

For the calendar years 1972, 1973 and 1974 Cerro recognized net dividends and other income from
foreign affiliates in the amounts of $732,000, $881,000 and $1,136,000, respectively. The net income
for the calendar year 1972 is exclusive of dividends received from Southern Peru Copper Corporation in
the amount of $3,482,000. For the nine months ended September 30, 1974 and 1975, Cerro received
net dividend income of $750,000 and $1,070,000, respectively. The results for calendar years 1972 and
1973 reflect only results from continuing operations. The Division of Enforcement of the Securities and
Exchange Commission is conducting informal inquiries into certain transactions involving the company's
foreign operations. In the opinion of Cerro, these transactions are not material to Cerro's continuing
business and operations.

Research and Development; Exploration

Cerro expended a total of approximately $700,000 in 1974 and approximately $900,000 in 1973
in research and development in respect of new products and improvements of existing products and
in mineral exploration activities. For the first nine months of 1975 the amount of such expenditures were
$926,000 as compared with $433,000 for the same period in 1974.

Licenses, Patents and Trademarks of Operating Groups
Except in the case of ICX, which is discussed under the heading "Trucking Group" above, Cerro

holds no material patents, trademarks, licenses, or franchises which are important to its business.

Environmental Matters

Compliance with Federal, State and local provisions regulating the discharge of materials into the
environment, or otherwise relating to the protection of the environment is not expected to have any
material effect upon the capital expenditure, earnings and competitive positions, of Cerro's Manufacturing
Group, its Real Estate Group or its Trucking Group. See "Mining Group" for a discussion of environ-
mental matters relating to that Group.

Employees

As of September 30, 1975, Cerro had approximately 7,440 employees of whom approximately 5,187
were represented by 18 local unions. Cerro experienced one strike in 1975 lasting for 37 days in a
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plant which produces and sells brass mill products and also had a series of wildcat strikes throughout
the year totaling 7 days at a subsidiary which operates a fluorspar mine and milling facility. A lengthy
five month contract negotiation and work stoppage lasting from November 1974 until March 1975 was
settled in the large copper refining and copper tube mill.

In 1974, Cerro experienced, in addition to the above mentioned strike in the copper refining and
tube mill, a work stoppage which lasted 12 days in the wire and cable plant. During the prior four
years Cerro experienced only three major work stoppages, two of which occurred at its metal refining
and tubing facilities (one week in 1973, and one and a half weeks in 1971) and one of which occurred
in the trucking group in 1970, as a result of a nationwide trucking strike which lasted for six weeks.
Cerro is a party to 18 contracts, seven of which expire in 1976, six of which expire in 1977, and five
of which expire in 1978. Cerro believes its employee relations to be generally good.

Cerro has established benefit plans for its employees consisting of basic and major medical, disability,
group life insurance and accidental death and dismemberment. Many Cerro operating units have pension
plans which normally cover hourly unionized employees with benefits provided under dollars-per-year
of service types of formulae which are based on industrywide patterns and determined by negotiations
with labor unions. Those employees not covered by a bargaining unit normally are covered by separate
pension plans with benefits provided under percentage-of-final compensation types of formulae.

MANAGEMENT OF CERRO
Directors

The following table sets forth certain information concerning the directors of Cerro.

Name

Robert H. Cutler . .

Thomas F. Gilberts

Robert C. Gluth ..

Lewis B. Harder . .

George A. Jones .

G. Willing Pepper

Jay A. Pritzker ..

Robert A. Pritzker

Alan Wolfley

Principal Occupatioa
or Employment

Chairman, Illinois - California Ex-
press, Inc. (trucking subsidiary
of Cerro Corporation)

Senior Vice President and Director,
Smith, Barney & Co., Inc. (in-
vestment banking)

Vice President, Marmon; Vice Presi-
dent, Cerro Corporation, Vice
President, GL

Chairman (Chief Executive Officer),
International Mining Corporation
(mining company)

Executive Vice President and Di-
rector, Marmon

Chairman of the Board, The Insti-
tute for Cancer Research (non-
profit research organization)

Chairman of the Board, Cerro Cor-
poration; Chairman of the Board,
Marmon; Chairman of the Board,
GL; Chairman of the Board,
Hyatt Corporation (hotels)

President, Cerro Corporation; Presi-
dent and Director, Marmon; Pres-
ident and Director, GL; Chair-
man of the Board of Hammond
Corporation

Executive Vice President, Cerro
Corporation
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Pint
Became a
Director

1973

1973

1975

1971

1975

1973

1974

1974

Shan* of
Ceiro Common

Stock

5,000(1)

200

1,000(3)

200

—(4)

1971 600
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NOTES:
(1) Mr. Cutler also owns 5,000 shares of ICX, Cerro's trucking subsidiary.

(2) Mr. Harder's wife owns 1,583 shares of Common Stock of Cerro, as to which Mi. " . ." .
disclaims beneficial ownership.

(3) Owned by trusts of which Mr. Jones and members of his immediate family are the beneficiaries.

(4) As stated above, Mannon owns 3,586,297 shares of common stock (approximately 45% of
the outstanding shares) of Cerro. GL owns 100% of the outstanding stock of Marmon. Messrs. Jay A.
Pritzker and members of his immediate family and Robert A. Pritzker and members of his immediate
family are the indirect beneficial owners of 38.4% and 28.8%, respectively, of the outstanding stock
of GL and other members of the Pritzker family are the beneficial owners of the balance.

(5) Mr. Jay A. Pritzker was elected Chairman of the Board of Cerro at the February 12, 1975
meeting of the Board of Directors upon the resignation as Chairman of Mr. Charles B. Harding.

Each of the individuals listed was elected a director of Cerro at the last annual meeting of
stockholders.

Remuneration ol Directors and Officers

The following table sets forth (i) the aggregate remuneration paid by Cerro and its subsidiaries
during 1974 to each director and each of the three highest paid officers of Cerro whose aggregate
remuneration exceeded $40,000 and to all persons, as a group, who were officers or directors of Cerro
at any time during that year, and (ii) the estimated annual benefits payable upon retirement at normal
retirement date to such persons under Cerro's pension plans:

Estimated
Capacities In Which Annual

Name of Indlrldual Remuneration Was Aggregate Retirement
or Identity of Group Received Remuneration^) Benefits

C. Gordon Murphy(2) ... President and Chief Executive Offi- $ 626,400 —
cer; Director

Alan Wolfley Executive Vice President; Director 269,416(3) $35,220
Robert H. Cutler Director; Chairman of Cerro's truck- 130,426(4) 34,867

ing subsidiary
Philip C. Walsh Vice President 312,733(5) —
Directors and Officers as a

Group(6) 2,422,645(7) —

1. The aggregate remuneration shown includes salaries, incentive compensation, consulting fees
and directors' fees.

2. On February 12, 1975, Mr. Murphy resigned as a director and as President and Chief Executive
Officer of the Corporation (see "Changes in Management—Litigation").

3. Includes deferred compensation of $60,515.

4. Includes deferred compensation of $65,326.

5. Includes $240,000 awarded to Mr. Walsh as special compensation for his services in connection
with the settlements of, and compensation received by Cerro for, expropriated mining properties in
Peru and Chile. Mr. Walsh's principal responsibility during his employment with Cerro commencing in
1972 was to negotiate and obtain satisfactory arrangements with the Governments of Peru and Chile
with respect to Cerro's mining properties in those two countries. These matters were successfully con-
cluded in February and March of 1974, and the Board of Directors awarded Mr. Walsh such special
compensation in recognition of the value of his services rendered to the Corporation in this regard.
Included in Aggregate Remuneration is $38,570 received by Mr. Walsh upon surrender of stock options
(see "Stock Option Matters"). Mr. Walsh resigned as an officer of the Corporation on May 24, 1974.

6. 24 persons constitute this group.

7. Includes deferred compensation of $199,781 and $96,928 received upon surrender of stock
options.
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Messrs. Jay A. Pritzker and Robert A. Pritzker, who have been Chairman of the Board and President,
respectively, of Cerro since February 12, 1975, are each being compensated at the rate of $75,000 per
annum during 1975. The Messrs. Pritzker devote such time to their duties as is necessary for the proper
performance thereof.

Change of Management—Litigation

On June 12, 1974 Cerro and C. Gordon Murphy entered into an Employment Agreement (the "New
Agreement") which superseded a prior agreement which would have expired February 15, 1975 (the
"Original Agreement").

Under the Original Agreement, Mr. Murphy had agreed to serve Cerro for a five year term in such
senior executive capacity as Cerro's Board of Directors may from time to time have determined. The
Original Agreement provided, among other things, that Mr. Murphy's salary was to be at a minimum
rate of $200,000 per annum during the last three years of his employment thereunder.

The Original Agreement also provided that in the event of Mr. Murphy's disability during his employ-
ment, Cerro would pay during the period of his disability (but not to exceed five years) and notwith-
standing the termination of such Agreement, one-half of Mr. Murphy's base compensation in effect at
the time of his disability. Such payments would have been in addition to all retirement and other disability
benefits to which Mr. Murphy would have been entitled under Cerro's employee benefit programs.

The New Agreement provided for a basic salary to him of not less than $275,000 per annum and
annual incentive compensation in an amount equal to 1.5% of the Pre-Tax Accounting Income of
Cerro (as denned in the New Agreement) in excess of $25,000,000 but less than $35,000,000 and 2%
of such income in excess of $35,000,000, with a maximum annual incentive compensation equivalent
to 200% of his basic salary.

The New Agreement was for a term ending in February 1980 and provided that if at any time during
the term thereof Mr. Murphy should (other than by his voluntary resignation) cease to be a director and
President and Chief Executive Officer of Cerro he could convert his status under the New Agreement for
the balance of its term to that of general advisor and consultant to Cerro on a non-exclusive basis and
at an annual salary equivalent to his basic salary plus an amount equal to his incentive compensation for
the year immediately preceding such conversion of status.

The New Agreement further provided that if any of the options previously issued to Mr. Murphy
pursuant to Cerro Alternate Stock Option Plan of 1971 (the "1971 Plan") to purchase 144,750 shares
of common stock of Cerro were exercised or surrendered by him or expired, new options would be
granted ior an equivalent number of shares whether or not be had converted such status.

The New Agreement also provided for certain payments to Mr. Murphy in the event of his
disability.

Shortly after the termination of GL's lender offer (see "The Business Combination—General")
discussions commenced between GL and Cerro in respect of a merger of Cerro and Marmon. After
lengthy consideration, on September 11, 1974, following a meeting of Cerro's Board, an agreement in
principle, wi th which Mr. Murphy concurred, was announced with respect to a merger of Cerro into
Marmon, subject to final approval of the Board of Directors of Cerro and its stockholders. On September
20, 1974, Cerro and Marmon announced that they had suspended the plan to merge. Cerro has been
advised that on September 21, 1974, differences which had been developing between Mr. Jay A. Pritzker
and Mr. Murphy over management policy, organization and conduct of operations became irreconcilable.
On September 25, 1974, at ihe direction of Mr. Murphy, a special meeting of the Board of Directors of
Cerro, to be held on September 27, 1974, was called to consider whether, under the circumstances,
discussions concerning the merger should be continued. GL has advised Cerro that, although it had been
under the impression the merger negotiations had been terminated by reason of the September 20th
announcement, having learned of the September 25th notice, it delivered a letter to Cerro on September
26, 19V4 formally terminating the merger negotiations and GL has also advised that its reason for termina-
tion of the negotiations was legal problems of GL and Marmon then existing in connection with the
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proposed merger. Mr. Murphy has advised Cerro that, after the September 21 meeting with Mr. Pritzker,
he decided (i) to oppose the merger based on his disagreements with Mr. Pritzker and on the merger
terms proposed, and (ii) to seek to cause the Pritzker interests to dispose of their holdings of Cerro
stock. He further advised that he spoke to certain of the directors with respect" iu ...̂  w^uamuirteC-the v ' '>;

proposed merger. The matter of continuing the merger discussions was not acted upon by the Board
of Directors of Cerro at its special meeting because of the termination by GL of the discussions.

The merger terms, at such time, contemplated that the capital stock of Marmon would be converted
into 6,500,000 shares of class A common stock of the surviving corporation and that each share of Cerro
common stock held by persons other than Marmon would be converted into one share of common stock
of the surviving corporation. It was further contemplated that the class A common stock and the common
stock would be equal in all respects, without preferences given to either class, except that the class A
common stock would be entitled to three votes per share while the common stock (to be received by
the stockholders other than Marmon) would be entitled to one vote per share. As a result of such
contemplated merger, GL would have held approximately 60% of the equity and approximately 82%
of the voting interest in the surviving corporation and the public stockholders, then holding approxi-
mately 55% of the equity and voting interest in Cerro would have held, after the merger, approximately
40% of the equity interest of the surviving corporation and approximately 18% of the voting interest in
the surviving corporation.

In connection with its consideration of this matter, the Board of Directors of Cerro requested Smith,
Barney lo commence an evaluation from a financial viewpoint of the fairness of the proposed common
stock transaction to the stockholders of Cerro other than Marmon. Prior to the termination of the merger
negotiations, Smith, Barney had indicated to the Cerro Board, based upon its preliminary analysis and cer-
tain assumptions about Cerro's internal projections regarding its earnings for 1974 and subject to the satis-
faction of certain conditions, that it believed it would be prepared to render a favorable opinion as to
the fairness from a financial viewpoint of the transaction to the stockholders of Cerro other than Marmon.

In addition, there has been testimony in the federal consolidated action (75 Civ. 1795) described
below regarding an initial proposal made in July and early August 1974 for a merger of Cerro and
Marmon to be accomplished by means of the issuance of preferred stock of the surviving corporation
to persons other than Marmon holding common stock of Cerro. The terms of the merger proposal and
the proposed characteristics of such preferred stock were never finalized although, before the proposal
was withdrawn in favor of the common stock proposal discussed above, Smith, Barney had begun to
evaluate from a financial viewpoint the fairness of the proposed preferred stock transaction to the
stockholders of Cerro other than Marmon. Mr. Thomas Githens, a Director of Cerro and a Senior
Vice President and Director of Smith, Barney (who was not directly involved in the evaluation under-
taken by Smith, Barney), and Mr. Murphy have testified that they believed Smith, Barney to have
suggested that such preferred stock should have terms resulting in a value of approximately $25 per
preferred share. Mr. Robert Hotz, a Vice-President of Smith, Barney who participated in Smith, Barney's
evaluation, has testified that Smith, Barney indicated to the Board of Directors of Cerro that, based
on its preliminary analysis, Smith, Barney would feel comfortable in advising the Board as to the
fairness of the transaction with a preferred stock which would carry a $2.50 dividend and a $25.00 call
price. Mr. Hotz indicated that he did not believe Smith, Barney could reach a favorable opinion regard-
ing a preferred stock carrying a $2.00 dividend. He further testified that Smith, Barney was not asked
to evaluate any proposal based on a dividend greater than $2.00 but less than $2.50, and thus Smith,
Barney had not considered a proposal with a lower dividend than $2.50 per share. Mr. Hotz, in
addition, stated that at the time Smith, Barney performed its preliminary work there was no proposal
regarding certain attributes of such preferred stock including, among others, sinking fund provisions,
restrictions on dividend payments to holders of securities junior to the preferred stock and provision
for the election of directors by the preferred stock as a class upon certain non-payment of dividends,
and that such attributes could be significant in evaluating the preferred stock. Mr. Jay A. Pritzker has
testified that one of the reasons for the withdrawal of the preferred stock proposal was that he never
agreed with the dividend and call price being considered by Cerro. He further testified that he had
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been contemplating a preferred stock with an annual dividend of $1.75 to $2.25 and with a call price

of somewhere in the $20 to $22 range.
In December 1974, in the light of the continuing serious and irreconcilable differences between

Mr. Jay A. Pritzker and Mr. Murphy regarding the conduct of Cerro's operations and other policy matters
described above, which differences were continuing to affect the ability of Cerro's management to function
properly, Cerro and Mr. Murphy agreed that he would convert his status under the New Agreement
to that of a non-exclusive general adviser and consultant to Cerro, effective May 1975. Under such
status, for the unexpired term of the New Agreement, Mr. Murphy would have been entitled to the annual
rate of compensation required by the New Agreement upon such conversion, which rate would have been
$638,260 per annum, or an aggregate of $3,031,735 during the four years and nine months ending
February 1980.

On February 12, 1975, it was determined that the interests of Cerro would best be served by an
immediate resolution of the continuing policy differences referred to above; consequently, a termination
agreement was entered into between Mr. Murphy and Cerro on that date pursuant to which (i) the New
Agreement was terminated and Mr. Murphy resigned as a director, President and Chief Executive
Officer of Cerro; (ii) Mr. Murphy's options to purchase 144,750 shares of Common Stock of Cerro were
cancelled and Cerro was relieved of its obligation to issue substitute options; (iii) Mr. Murphy received
$1,950,000; (iv) general releases were exchanged by Cerro and Mr. Murphy; and (v) all of Mr. Murphy's
fringe benefits as an employee of Cerro were cancelled, except that he was provided medical and life
insurance coverage until August 12, 1975 at a cost to Cerro of $3,047. Cerro also provided Mr. Murphy
with oliice space and secretarial assistance until August 12, 1975 at a cost to Cerro of approximately
$16,000. Mr. Murphy agreed, on terms similar to those contained in the New Agreement, (a) not to
compete with Cerro for a period of two years from February 12, 1975, except that he may accept a
consultant position or employment from any other concern engaged in coal mining (except within a 70
mile radius of Somerset, Pennsylvania) and/or in the real estate business, and (b) not to divulge any
confidential information of Cerro.

During the course of the federal consolidated action (75 Civ. 1795) described below, Mr. Murphy
testified to the effect that if he had continued as Chief Executive Officer of Cerro, Cerro might have
reported net earnings per share in the fiscal year ended 1974 of approximately $3.10 per share in lieu
of the $2.01 reported by Cerro. He stated that the most important element in arriving at such increase in
earnings would have been the reversal of certain investment reserves which had been established for
the year ended December 31, 1973 while he was Chief Executive Officer of Cerro. Reversal of those
reserves as to which Mr. Murphy specifically testified would have added approximately $2.85 million
(or $.36 per share) to the after tax earnings (assuming a 50% tax rate). Other than with respect to such
reserves, Mr. Murphy's testimony does not reveal the basis for his view. Mr. Murphy left office before
the audit for 1974 had been completed and did not participate in the subsequent discussions among
management, Cerro's Audit Committee and Price Waterhouse & Co., Cerro's independent public ac-
countants, as a result of which it was determined not to reverse the investment reserves referred to above.

The reserves which were the subject of Mr. Murphy's testimony were established because recovery
of the investments was improbable, owing to political risks and because under Peruvian law, the equity
position of Cerro will be eroded over time through the granting of stock ownership in Cerro's mining
affiliates to Peruvian employees. Nothing has occurred warranting a reversal of any of such reserves,
although there have been changes in Cerro's reserve balance as a result of the sale of a manufacturing
investment; accordingly, management does not anticipate future reversals of such reserves.

There is pending in the Supreme Court of the State of New York a consolidated derivative stock-
holders' action brought by two persons claiming to be shareholders of Cerro. Named as defendants
are seven former directors (including Mr. Murphy), and Messrs. Robert H. Cutler, Thomas F. Githens,
Lewis B. Harder, Jay A. Pritzker, Robert A. Pritzker, Alan Wolfley, GL and Cerro. The complaint
alleges, in connection with the payment to Mr. Murphy, corporate waste pursuant to an alleged plan
among the defendants to permit GL to acquire control of the Corporation by means of GL's tender offer.
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The complaint apparently demands that the New Agreement be declared null and void; that Mr. Murphy
account for all sums received by him in connection with cancellation of the New Agreement; and that
the defendants account for any profits realized by them and any losses and damages sustained by Cerro
as a result of the matters alleged in the complaint. All of the dcf;_.'. . ' . '..:... V;:r. ::;• :d with
process in the consolidated action have denied die material allegations of the complaint.

There is also pending in the United Slates District Court for the Southern District of New York, a
consolidated action (75 Civ. 1795) encompassing five actions which were commenced in such court in
April and May 1975. The consolidated amended complaint ("Complaint") alleges class action claims
against C. Gordon Murphy, Jay A. Pritzker, Robert A. Pritzker, GL and Marmon based upon alleged
violations of Section I0(b), Rule 10b-5 promulgated thereunder and Section 14(e) of the Securities
Exchange Act of 1934 and the common law. The Complaint charges that Jay A. Pritzker and Robert A.
Pritzker, and corporations allegedly controlled by them, have wrongfully acted in seeking to acquire
100% ownership of Cerro; it also makes claims of wrongdoing with respect to the GL tender offer for
1.5 million Cerro shares made on June 26, 1974 and subsequent conduct directed to a proposed merger
of Cerro with corporations allegedly controlled by the Pritzkers, including Marmon. This latter conduct
is alleged to include actions taken by Jay A. Pritzker and Robert A. Pritzker, after gaining effective
control of the Cerro Board, to depress the market value of Cerro shares by understating Cerro's 1974
earnings, keeping dividends at an unwarrantedly low level and generally understating Cerro's allegedly
favorable prospects. The relief sought on the class claims in the Complaint includes an injunction for a
period of at least five years against the voting of the shares of common stock of Cerro owned by Marmon
and the other defendants acquired by them prior to and pursuant to the GL tender offer, and, in addi-
tion, compensation for damages allegedly sustained by the class.

In addition to the foregoing class action claims, the Complaint alleges derivative claims on Cerro's
behalf, seeking to recover up to $1,950,000 (the sum paid to Mr. Murphy in settlement of the New
Agreement) from certain present and former directors of Cerro, specifically Mr. Murphy, Jay A. Pritzker,
Robert A. Pritzker, Alan Wolfley, Robert H. Cutler, Thomas F. Githens, Lewis B. Harder, Charles B.
Harding, William L, Henry, Adrian M. Massie, G. Willing Pepper and John B. Stone.

Cerro is named as a defendant in all these claims but no relief is sought from it. All other
defendants who have been served with process have denied the material allegations of the Complaint,
have denied any wrongdoing and have asserted affirmative defenses.

The court has ruled that the class action claims in the Complaint may be maintained as a class
action and has ordered that notice with respect to such claims be given by mail to members of the
class, defined as all persons, other than defendants, who owned Cerro stock at any time during the
period from June 12, 1974 to July 26, 1974, inclusive. The court has currently scheduled the trial
of this consolidated action for a date to be determined in April 1976.

Other Litigation

On May 22, 1975, one Maurice Seiden, claiming to be a shareholder of Cerro, filed a complaint in
the United States District Court for the Eastern District of New York (75 Civ. 790) naming as defendants
Cerro, certain of its present directors, certain of its former directors, Leadership Housing Systems, Inc.,
a subsidiary of Leadership, and Cerro's auditors, Price Waterhouse & Co., commencing a class action
and a shareholder's derivative suit. The complaint alleges, among other things, that the reporting of
Cerro's financial condition for the years ending December 31, 1972 and 1973, and for a portion of 1974,
did not accurately reflect the difficulties of certain of its subsidiaries, principally Leadership Housing,
Inc. and Cerro de Pasco Corporation, Cerro's former mining subsidiary in Peru. All of the defendants
who have been served with process in this action whose time to file a responsive pleading has expired
have filed answers denying the material allegations of the complaint.

In September 1975 an action was commenced in the Supreme Court of the State of New York
by one Harry S. Samuels against Jay A. Pritzker, GL, Marmon and Cerro. The complaint alleges
that the plaintiff is entitled to recover from Jay A. Pritzker, GL and Marmon a finder's fee of $750,000
for introducing Jay A. Pritzker to C. Gordon Murphy, by reason of an alleged agreement by those
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defendants to pay plaintiff a finder's fee equal to the reasonable value of his services upon the acquisi-
tion of control of any business entity to which Jay A. Pritzker was introduced by plaintiff. The com-
plaint also alleges that Cerro impliedly agreed to pay plaintiff such a finder's fee and seeks damages
against Cerro in the amount of $750,000. All of the defendants in this action have served answers to the
complaint denying the material allegations thereof.

Stock Purchase Proposal
Immediately prior to the resignation as President of Mr. Murphy, Mr. Jay A. Pritzker was approached

by an unaffliated third party with a proposal to purchase the shares of Cerro common stock owned,
by Marmon. The proposal consisted of a purchase price to Marmon of $25.00 per share in cash. In
connection with the proposal, Mr. Pritzker was informed that the other stockholders of Cerro would not
be offered cash. No assurances were given as to the value of any securities that would be offered
to the other stockholders of Cerro. Mr. Pritzker refused to consider the proposal.

Resignation Arrangements
On February 12, 1975, Mr. S. Roy French, Jr., Mr. J. Hugh Murphy and Mr. Robert F. Long

resigned as Vice President and General Counsel, Secretary and Assistant General Counsel and Treasurer
of Cerro, respectively. These resignations were part of the transfer of executive authority to the Messrs.
Pritzker, but were not a condition of, or in any other way related to, Mr. C. Gordon Murphy's termina-
tion agreement, which was arrived at separately. Messrs. French and J. Hugh Murphy, whose resigna-
tions as officers were effective April 30, 1975, have received severance and consulting services payments
(which included their base salaries from February 12, 1975 to April 30, 1975) of $73,442 and $53,460,
respectively, pursuant to which they have agreed to serve as consultants to Cerro, without additional
compensation other than continuation of existing fringe benefits, including participation under the Cerro
Corporation Pension Trust Plan (United States), coverage under the Cerro Corporation Life and
Health Benefit Program, and existing stock options, until April 30, 1976 and February 29, 1976, respec-
tively. Mr. Long, whose resignation as Treasurer became effective on May 13, 1975 and continued as
an employee to September 30, 1975, received a severance and consulting services payment of $43,000
and agreed to serve as a consultant to Cerro for a period of one year thereafter without additional com-
pensation other than continuation of the above described existing fringe benefits and stock options.
The estimated costs, based on actuarial assumptions, to Cerro of providing such fringe benefits, which
are ordinarily available only to full time employees of Cerro, to Messrs. French, J. Hugh Murphy and
Long during the terms of their consulting agreements are $8,022, $4,266 and $5,876, respectively.
Messrs. French, J. Hugh Murphy and Long are each obligated to spend up to 20 hours in each month,
on a non-cumulative basis, in providing such consulting services.

Employment Arrangement

Mr. Alan Wolfley, Executive Vice President and a Director of Cerro, has an arrangement with
Cerro whereby he will be employed by Cerro on a non-exclusive basis (and by Cerro-Marmon after the
business combination) for a period of six months from January 1, 1976, at a salary of $6,700 per
month. At the end of this period, this arrangement will be reviewed.

Transactions with Pritzker Family Affiliates

Affiliates of the Pritzker family are engaged in certain transactions with Cerro and its subsidiaries
('Transactions").

Prior to the date Messrs. Jay A. Pritzker and Robert A. Pritzker became officers or directors of Cerro,
affiliates of the Pritzker family had entered into certain real property transactions with Leadership,
described in Transactions I through IV below. The intention of Cerro management to reduce substan-
tially business operation and debt levels of Leadership through an orderly liquidation of inventories
designed to minimize losses will not affect any of such Transactions. Because Transactions I through
IV involve continuing business and contractual relationships, the Pritzker family's later acquisition of
control of Cerro, and indirectly of Leadership, gives rise to the possibility of conflicts of interest between
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the interests of the Pritzker family and the interests of Leadership and/or Cerro. As set forth under
Transaction I, a Pritzker family affiliate has extended the time for Leadership to make certain contractual
repurchases from such affiliate. Cerro believes that the granting of such extension and the related fore-
bearance by the trusts are on terms as favorable as those wnicn couia nave been obtained from unafnliated
third parties because they were granted without a charge or a change in the contractual terms other
than the deferment of the payment of principal and interest payable on the mortgage note given by the
Trusts to Leadership in connection with Transaction I during the period of such extension.

During the course of such continuing business and contractual relationships, a number of decisions.
will be made and actions taken some of which will affect and further define the relationships between
the Pritzker family and the interests of Leadership and/or Cerro. More particularly, the agreements
described below with respect to the Transactions may be modified and rights related thereto owing by
one party to another may be enforced or waived. To the extent that the interests of Leadership and/or
Cerro differ from the interests of the Pritzker family, the resolution of such differences could involve a
conflict among the interests of the Pritzker family, Cerro and Leadership. Certain of such possible
conflicts are set forth below.

Leadership entered into Transactions I through IV with affiliates of the Pritzker family at a time
when the Pritzker family was not affiliated with Cerro. The Transactions were negotiated at arm's
length. In each case, the Pritzker family affiliate had available to it capital to invest, but did not have
the capability to undertake the land planning and other activities necessary to turn the unimproved
real property into real property ready to sell for development. Leadership had the development capa-
bilities, but required additional financing to undertake such land planning and/or the acquisition of addi-
tional property on the scale contemplated by Transactions I through IV.

In connection with the execution of the amended and restated loan agreement of June 1975
between Leadership and its principal lenders, Leadership, with the consent of the trustee of the Pritzker
family trust described below, assigned to such lenders as additional collateral its right to receive cash
distributions from the North Broward Associates and Section 7 Associates joint ventures also described
below under Transactions III and IV. As of September 30, 1975, no such cash distributions had been
made.

Transaction I—Sale of Property and Joint Venture

»j . . Property Parties Terms of Payment

Transaction SUe Location Setlert Purchaser Sales Price Cash Mortgage t

December 1700**Cityof Leadership Simon Zunamon" $22,415,000517,932,000 $4,483,000
1972 acres Tamarac,

Broward
County,
Florida

* Trustee of a group of trusts (the "Trusts") under which members of the Pritzker family are the
beneficiaries, which Trusts own a 94% beneficial interest in the purchased property, the balance being
owned by two individuals who are associates of the Pritzker family.

*• On the date of sale to the Trusts, the subject property was zoned for an aggregate of approxi-
mately 13,300 residential units. However, such zoning is the subject of litigation hereinafter described.

t Issued by the Purchaser and subordinate to a series of notes secured by a first mortgage of
$30,440,000 held by First Chicago Realty Services Corporation, a subsidiary of First Chicago Corpora-
tion, which is also the parent of First National Bank of Chicago.

t See the discussion under the heading "General" on page 77 for a description of an agreement
between Leadership and the Trusts whereby Leadership is obligated to cause certain improvements to be
made to the property, including grading and the construction of roads, drainage facilities, utilities and
golf courses. As set forth on page 77 an amendment to such agreement in 1973 permitted Cerro to
recognize Leadership's profit of $7,542,000 from the sale of the portion of the property referred to
therein for the year ended December 31, 1972.
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Allocation of Sales Price Elements As of December 31, 1972*
Portion Portion to

(or Kettle be Repurchased
Resulting in Not Resulting
Reportable ID Reportable

lacome Income
(See pp. 74-75) (See pp. 76-77) ToUl

Sales Price ..................... $10,613,000 $11,802,000 $22,415,000
Cost of Sales ................... 3,071,000 3,549,000 6,620,000
Gross Profit ................... . 7,542,000" 8,253,000" ' ' " A

• Leadership did not allocate cost or profit for accounting or financial reporting purposes to the acre-
age designated "Golf Course Portion" (see page 75) in the sale to the Trusts, since the economic value of
the land is considered by Leadership to be entirely in the portion of the property zoned for housing.units.

No portion of the Sales Price was attributed to "First Refusal Right of Trusts—Other Properties"
(see page 77), since the purpose of the agreement referred to therein was to protect the Trust's
investment.

As discussed under the heading "General" on page 77, concurrently with the sale to the Trusts, the
Trusts became obligated for improvement costs with respect to the property aggregating $11,292,460.
Such amount was based upon the Trusts' estimates of the costs of such improvements. Such costs are
to be recovered by the Trusts on a per unit basis on subsequent resale transactions before any participation
of Leadership in the profits of the venture.

** As set forth above and in the discussion under the heading "General" on page 77, for financial
and accounting purposes, a gross profit of $7,542,000 was recognized by Leadership for the year
ended December 31, 1972 on the sale to the Trusts of that portion of the acreage described under
"Portion for Resale". No gross profit was recognized upon the sale by Leadership to the Trusts of that
portion of the acreage described under "Portion to be Repurchased" owing to the contemporaneous com-
mitment made by Leadership to repurchase substantial portions of such acreage. Of the repurchased
property zoned for 779 residential units discussed under the heading "Portion to be Repurchased" on
pages 76 and 77, 756 units have been developed. 575 units have been sold by Leadership through
September 30, 1975 resulting in a gross loss of approximately $1.9 million which includes reserves for
losses anticipated through the completion of the project. These losses occurred principally as a result of
cost overruns during development and the declining market conditions experienced. The future recognition
of gross profit or gross loss on the remaining unsold units and the Portion to be Repurchased will be
dependent on market conditions prevailing at the time of resale by Leadership of those portions and other
factors not now ascertainable and will generally be measured by the difference, if any, between the price
received by Leadership on resale for each unit and Leadership's cost allocable to such unit. The aggregate
costs to be allocated to such units consists of the land purchase price payable by Leadership for those
portions repurchased, and the development, construction, carrying and other costs incurred by Leadership
from the time of such repurchase to the time of resale of the respective units, after reducing such aggregate
costs by the $8,253,000 netted by Leadership at the time of the original sale of such portion to the
Trusts in 1972 but not then recognized for financial or accounting purposes.

Portion for Resale

Under the terms of a management agreement among Leadership and the Trusts executed con-
currently with the sale, approximately 40% of the property, zoned for 6,141 dwelling units, is to be
improved (although without the construction of dwelling units) and sold under the management of
Leadership, with Leadership and the Trusts sharing equally in net profits. The Trusts bear all losses.
In determining profits and losses, the Trusts are entitled to first recover their acquisition costs, their
improvement costs and all of their carrying costs (such as taxes, mortgage interest and similar costs)
for the property. During the period January 1, 1973 through September 30, 1975, properties zoned
for 1,014 units and a small parcel zoned for commercial use were sold to unaffilialed third parties for an
aggregate sales price of $3,746,000, resulting in a gross profit to Leadership and the Trusts of approii-
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mately $657,000 each. In addition, as of September 30, 1975, property zoned for 868 units was under
contracts of sale to unaffiliated third parties for an aggregate sales price of approximately $3,038,000;
profit, if any, on this sale is not presently determinable.

The purchasers and contract vendee of the property zoned for 868 units and property zoned for 825
units of the property zoned for 1,014 units (representing a sales price of $2,887,000 and gross profit to
Leadership and the Trusts of $610,000 each), respectively, described above, have filed actions or claims
in the 17th Judicial Circuit, Broward County, Florida and the United States District Court, Southern
District of Florida, seeking rescission of the contracts, based on an attempt by the City of Tamarac to
change the zoning, density and subdivision development standards applicable to the property. If the
rescission actions are successful, Lead*,.„!.!,. .._.". ."_- 7.-JU; would be required to reverse such profits.

At the present time, all of the property that was sold to the Trusts pursuant to this transaction is the
subject of litigation between Leadership and the Trusts on the one hand and the City of Tamarac on the
other hand, regarding the zoning, density and subdivision development standards applicable to the
property. The litigation arose out of the annexation of the property by the City of Tamarac and an
attempt by the City to change the subdivision development standards and to rezone the property for a
lower density than was applicable to the property at the time of sale to the Trusts. A court order
entered by the Circuit Court of the 17th Judicial Circuit, Broward County, Florida in favor of Leadership
and the Trusts was appealed by the City of Tamarac and the order was affirmed. The City has
appealed this ruling to the Supreme Court of Florida. In addition, in February 1974 the City of Tamarac
passed an ordinance imposing a building moratorium pending action by the City to reduce the allowable
density applicable to the lands in question. Leadership and the Trusts have sued the City of Tamarac
for an injunction on the moratorium, attacking the legality of the ordinance. As of the date hereof, the
matter has not yet been set for a final hearing. The result of this suit will not be determinative of the suits
by the purchasers and contract vendors referred to above.

Golf Course Portion

Approximately 20% of the property sold to the Trusts has been designated for the construction of
two eighteen hole golf courses and a clubhouse ("Golf Courses"). Presently, the estimated cost of con-
struction is approximately $1,800,000, of which, pursuant to the December 1972 agreement, $1,500,000
will be borne by the Trusts and the balance by Leadership. At the time of the execution of the original
agreement with respect to the development of the Golf Courses, such estimated cost of construction
was $1,500,000 and the Trusts agreed to pay that amount. The additional $300,000 of such presently
estimated cost represents overruns which have occurred subsequently, for which Leadership, as the
party responsible for construction of the Golf Courses, is obligated under the agreement. In addition,
Leadership is required to pay for the construction of a clubhouse estimated to cost $500,000. Under the
terms of an agreement between Leadership and the Trusts, Leadership may acquire, and the Trusts may
cause Leadership to acquire,'a 50% interest in the Golf Courses, for $750,000 plus 50% of the carrying
charges on the property (estimated to be approximately $190,000). Such acquisition is to be made by
June 30, 1976, based on agreements extending the acquisition date. After such acquisition, the Golf
Courses are to be managed by Leadership as general partner in a limited partnership with the Trusts. The
Trusts are required to contribute to the capital of the limited partnership their interest in the Golf Courses,
valued at $750,000, plus one-half of any additional required capital up to an additional maximum of
$150,000. Leadership is to contribute to the capital of the limited partnership its interest in the Golf
Courses, valued at $750,000, one-half of all additional required capital up to $150,000, and all additional
capital required thereafter. Profits and losses are to be shared equally. In view of Leadership's right
to acquire, and the Trust's right to cause Leadership to acquire, a 50% interest in the Golf Courses, a
conflict could exist between the interests of Leadership and the Trusts if it were economically desirable
for one of such parties to acquire or sell such 50% interest, but not economically desirable for the other
party to acquire or sell such interest

The two eighteen hole golf courses have been operated since the completion of their construction
in the fall of 1975 by Leadership under an interim management agreement with the Trusts under which
profits and losses are shared equally.
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Portion to be Repurchased
This portion relates to the balance of the property or approximately 40% of the total property.

Pursuant to an agreement among Leadership and the Trusts executed wjuk.-i.*uujr «iih the Cu^u-al sale,
Leadership is required to repurchase portions of the property zoned to permit an aggregate of 4,500
housing units to be built on the repurchased property of which a portion of property zoned for 779 units
has been repurchased. On the repurchased land zoned for 779 units, 756 units have been con-
structed by Leadership of which 575 units had been sold through September 30, 1975. Under the terms
of the agreements, repurchases were to be effected in substantially equal amounts by June 30th of each
year from 1973 through 1979. The repurchase price is to consist of the total of the allocated land cost to
the Trusts, allocated costs of improvements to the property, carrying costs, and an additional amount equal
to $760 per unit (the "Additional Payment"), intended to constitute a predetermined gross return to the
Trusts. Thus, on required repurchases of all such property, the Trusts are to receive a guaranteed Addi-
tional Payment of $3,420,000. If Leadership makes the required repurchases, the development and/or
disposition of such land would depend upon then prevailing market conditions. It can not now be deter-
mined what such development and/or disposition would be owing to the presently prevailing unfavorable
market conditions. If Leadership fails to make the required repurchases, the Trusts will have a cause of
action against Leadership for damages sustained as a result of the breach of contract. Moreover, if
Leadership fails to make the required repurchases, the agreement provides that, in addition to all of the
other rights the Trusts may have, the Trusts may terminate all of Leadership's rights under the agreement,
including Leadership's option rights referred to below. The agreement further provides that the Trusts
may set off against the purchase money second mortgage owing to Leadership the difference, if any,
between the price at which the Trusts sell the property and the price at which Leadership would have
been required to repurchase the property. The relinquishment by the Trusts of any such rights, or their
failure to assert any such rights could involve a conflict between the interests of the Trusts and Leadership.

In addition, under the terms of the agreement, Leadership has an option to purchase other portions
of the improved property, zoned to permit approximately 2,700 units on the same terms as apply to the
property zoned for 4,500 units. The agreement provides that the optional portion must be purchased in
parcels zoned for approximately 750 units by June 30 of each year or the option for such parcel will
be forfeited by Leadership. Prior to June 30, 1974 Leadership exercised its first option by repurchasing
property zoned for 991 units. As a result of presently prevailing market conditions, there are no present
plans with respect to the development of the property zoned for the 991 units. Leadership informed
the Trusts that, based on Leadership's current financial condition and results of operations, it did not
believe it would be in a position to make the required repurchase of property zoned for 753 units on
June 30, 1975. On March 14, 1975, Leadership and the Trusts entered into an amendment to the
above agreement providing that Leadership is not required to make the minimum repurchase for 1974,
and the obligation to make required repurchases otherwise has been extended by one year. Leadership
has agreed that interest and principal on the purchase money second mortgage note shall not be payable
for an equivalent one year period and that during such period interest on the note shall not accrue.
Thereafter, the remaining principal payments on such note have been extended by one year, with interest
accruing in accordance with the terms of such note. The amendment of March 14, 1975 provided for
the surrender of an option to purchase parcels zoned for 753 units, in accordance with the terms of the
agreement. Depending upon the then value of the property, decisions as to whether Leadership will
exercise such options could involve conflicts between the interests of Leadership and the Trusts.

On April 25, 1975, Leadership and the Trusts further amended the agreement to defer the obliga-
tions of both parties until June 30, 1977. The amendment of April 25 contains an extension for
optional purchases (other than the portion zoned for 753 units referred to above) as well as the
required repurchases. Leadership's loan agreement with its bank lenders referred to elsewhere herein
prohibits any such repurchases prior to April 1, 1977, the maturi ty date of the loan agreement.

In the event that Leadership exercises its option to repurchase the balance, including the optional
purchases, it will result in an Additional Payment to the Trusts of $3,554,520. In total, during the period
January 1, 1973 through September 30, 1975, Leadership repurchased property zoned for 1,770 units
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for an aggregate amount of approximately $4,697,000, of which approximately $1,345,000 represented
an Additional Payment to the Trusts. Except for property zoned for 779 units, such repurchased prop-
erty, zoned for 991 units, with respect to which Leadership is bearing carrying costs, has not been resold
or developed primarily because of adverse market conditions prevailing in Florida, and accordingly it is
impossible to determine whether Leadership will ultimately realize a profit or sustain a loss with respect
thereto.

First Refusal Right of Trusts—Other Properties
Pursuant to an agreement between the Trusts and Leadership, executed concurrently with the

original sale, for a period of 6 vears from December 1972 the Trusts have a right of first refusal to
participate as a limited partner with Leadership in development of property acquired by Leadership,
other than single family residential property, within a radius of 5 miles from a designated point in
the property purchased by the Trusts from Leadership. The right does not apply to property owned by
Leadership as of December 1972. Since it could be economically advantageous for Leadership alone
to develop any additional properties, the possible exercise by the Trusts of their first refusal rights
could conflict with the interests of Leadership. As of September 30, 1975 no additional property had been
acquired by Leadership other than the property described in Transaction III.

Genera]
Land owned by Leadership adjacent to the property sold to the Trusts as well as the property

sold to the Trusts has been jointly master planned, which master plan can only be revised by the mutual
consent of Leadership and the Trusts. The master plan provides for drainage, grading, the Golf
Courses, and certain roads and utilities (the "Improvements"). Concurrently with the sale, Leadership
entered into an Improvement Agreement with the Trusts whereunder Leadership agreed to cause the
Improvements to be constructed on the Trusts' property, at a cost to the Trusts of $11,292,460, and
also agreed to cause Tamarac Utilities, Inc., Cerro's wholly owned subsidiary, to provide sewer and
water facilities sufficient to service the Trusts' property. The costs to the Trusts aggregating $11,292,460
are allocated to the properties described above and recovered by the Trusts on a per unit basis., Of
such amount, $670,870 has been recovered by the Trusts. Leadership, in turn, contracted with
Caporella & Sons, Inc., an independent third party to undertake the Improvements at the same cost,
less the amount previously advanced by Leadership referred to below. Through September 30, 1975,
approximately $9,074,000 had been paid to CaporelJa & Sons, Inc. and others by the Trusts. Although
the construction contracts are for fixed amounts, there are provisions for additional charges by the
contractor in some cases. In 1973, the Trusts agreed that they would look only to the contractor
with respect to construction of substantially all of the Improvements and not to Leadership, provided
that Leadership agreed to enforce all of its rights against the contractor and the contractor's bonding
company, and provided further that Leadership agreed to pay $1,115,000 toward the costs of the
Improvements, which sum had already been advanced by Leadership. The foregoing agreement per-
mitted Cerro to recognize Leadership's profit in the year ended December 31, 1972 of $7,542,000
attributable to the sale of that portion of the property to be resold. As at September 30, 1975, approxi-
mately 90% of the Improvements had been completed.

Brokerage commissions in the aggregate amount of approximately $1,100,000 in connection with
the sale were payable in installments over a period of years by Leadership to two entities, neither of
which is an affiliate of Cerro, Leadership or the Pritzker family.

TRANSACTION II — Purchase of Property and Proposed Joint Venture

Tnnucllon Slu LoCTllon StDtr Ponhwr Prlct Ctih

March 1973 2,000 North Tarpon Unaffiliated Leadership $7,000,000 $1,500,000 $5,500,000
acres Lake, Florida Third Panics

("North
Tarpon")

Leadership and Diversified Capital (Not Inc.), a partnership ("DC") which is engaged in the
business of finance and investments, considered the possibility of entering into a joint venture providing
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for the development of the above property as well as 2,000 additional acres of property known as
South Tarpon Lake, Florida ("South Tarpon") already owned by Leadership. In connection with
the purchase of North Tarpon and for the development and carrying costs related to South Tarpon,
DC advanced to Leadership approximately $4,200,000 over ine pcnoa April 6;''i<fl3 through October
31, 1973, in exchange for Leadership's notes bearing interest at rates ranging from 734% to the prime
rate of the First National Bank of Chicago plus 3% per annum. The notes were secured by an
assignment of Leadership's beneficial interest in land trusts through which Leadership holds title to such
land. Through June 1, 1974, Leadership paid $485,000 of interest on the loan, and repaid the entire
principal on June 1, 1974. On November 30, 1973 Leadership and DC terminated plans to proceed
with the joint venture and no joint venture was ever formed with respect to this property. DC advised
Leadership that its reason for terminating plans to proceed with the joint venture was that more
favorable investments were available at that time. As a result of cancellation of the plans, the notes
held by DC were repaid as indicated above, and the additional property was added to Leadership's
inventory of land. No capital contribution was made by DC because the joint venture plans were
terminated. DC, through a number of trusts, is beneficially owned 100% by the Pritzker family.

TRANSACTION III — Purchase oj Property and Joint Venture

Dltc(-
TnnmcUoa S|M Locitfen Seller Pi/thittf Priei Cm»t MontMtl

November and DC- 235 Section 7, Unaffiliated Leadership $2,400.000 $800,000* $1.600,000
cember 1972 and acres Broward Third Parties
March 1973 County,

Florida
("Section 7")

* Advanced to Leadership by DC in return for Leadership notes secured by an assignment, of
Leadership's beneficial interest in a land trust through which Leadership holds title to such land.

In November 1973, Leadership and DC entered into a joint venture for the purpose of holding
Section 7 as an investment for ultimate development and sale and Leadership was to attempt to secure
zoning on the property permitting construction of residential units and obtain a commitment for water
and sewer service to the property appropriate for the number of residential units for which the property
was ultimately zoned. DC cancelled the notes of Leadership as DC's contribution to the joint venture.
No interest was paid by Leadership on such notes. In addition, the joint venture assumed the mortgages
securing the payment of the balance of the original purchase price of the property. Under the terms
of the mortgages, the holders may have recourse to Leadership for payment, in which event Leadership
would have recourse against the joint venture. As of September 30, 1975 the amount of mortgages
having recourse to Leadership was approximately $800,000.

Under the terms of the joint venture, day-to-day operations are to be performed by Leadership.
Major decisions with respect to the venture are made jointly by Leadership and DC. DC, however,
has the right to obtain required capital for the venture by borrowing money secured by the property.
If DC borrows money at a rate of interest exceeding 3% over the prime rate charged by First National
Bank of Chicago without the consent of Leadership, DC is required to bear the additional costs.

The joint venture agreement provides that if either party defaults, the non-defaulting party may
purchase the interest of the defaulting party at market value determined by appraisal. In addition, in the
event of a dispute between the parties, either party has the right to offer to buy the assets of the venture
and in the event the olfer is refused, to cause the assets of the venture to be sold to the party receiving
the offer at the same price, with the consideration, in each case, payable in cash.

DC is obligated to contribute all of the capital required by the venture. As of September 30, 1975,
the capital contribution of DC to the venture was $1,653,647. Under the terms of the joint venture!
DC is entitled to recover from the operations of the joint venture its capital contribution and interest
thereon at the rate of 3% over the prime rate charged by the First National Bank of Chicago. In addition,
Leadership and DC will bear equally all losses and divide all profits attributable to the venture. No
portion of the property has been sold by the venture. Consequently, neither DC nor Leadership has
received any distributions in respect of profit, nor has DC received any return of capital. For financial
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reporting purposes, all costs of the venture have been capitalized as permitted by generally accepted
accounting principles.

A non-control employee of Leadership received $10,000 in connection with services performed
in respect of the acquisition of a portion of the above property. The venture assumed the obligation
to pay approximately $9,000 of such amount.

TRANSACTION IV—Purchase o] Properly and Joint Venture
Tcrasi of Payment

»•*»••• Flnt tnd
Dttfof rr^rt, !-HHH CmA S.cond

TnoncUon »'--.. i ~.<w<fi gcUtr PnKhMtr Sain Pricr «nd Nolc Monia»c5

March, June 3,900 North Broward Unaffiliated Leadership $30,500,000 S6.900.000- J23,600,000t
and Novem- acres County, Third Parties
ber 1973 Florida

("North
Broward")

* $2,500,000 of which was advanced to Leadership by DC in return for unsecured Leadership
notes bearing interest at rates varying from 7!/2% to the prime rate of the First National Bank of Chicago
plus 3% per annum. Includes commissions, title insurance and closing costs.

t Under the terms of approximately $19,200,000 of such mortgages, as of September 30, 1975, the
holders have recourse for payment to Leadership, in which event, by reason of the assumption of such
obligation by the joint venture hereinafter described, Leadership would have recourse to the joint venture.

In October 1973, Leadership and DC formed a joint venture to develop and sell the North Broward
property, title to which was then conveyed to the joint venture. Approximately $2,300,000 of the
notes issued by Leadership were cancelled by DC as its equity contribution. Under the joint venture
agreement, DC became obligated to return Leadership's capital, and to provide all required capital to
the joint venture, with the parties continuing to share profits and losses equally.

In December 1973, the venture borrowed approximately $4,093,000 from a third party, the pro-
ceeds of which were distributed equally to Leadership and DC to reduce their equity investments. During
1974, distributions aggregating approximately SI,350,000, representing the proceeds of additional bor-
rowings from such third party, were made'to reduce other indebtedness of the venture. In June 1975,
an additional $700,000 was borrowed which was utilized to reduce DC's equity investment. The loans
are repayable by the venture on June 30, 1976 with interest payable monthly at the rate of 4% in excess
of the prime rate of The Chase Manhattan Bank (N.A.) and are secured by mortgages on the property.
Pursuant to the joint venture agreement, DC returned Leadership's remaining equity contribution to the
venture in the amount of $2,801,000 hi 1974. From the date of return of Leadership's capital, DC's
capital investment bears interest at a rate of 3% per annum over the prime rate of The Chase Manhattan
Bank (N.A.). As at September 30, 1975, the total capital contribution of DC to the venture was
$8,570,000. As a result of market conditions recently existing in the Florida real estate market, no portion
of the property has been sold since the formation of the venture. Consequently, neither DC nor Leader-
ship has received any distribution from the venture, other than as described above.

The provisions of the joint venture agreement arc substantially similar in all material respects to
the terms of the joint venture agreement described in Transaction III above. However, the agreement
in respect of Transaction IV provides that if Leadership or DC, or any subsidiary or affiliate of either,
should acquire any interest in any additional real property located within a certain described area in the
vicinity of the property, the other party shall have the right to participate in the development thereof.

Leadership has a wholly owned subsidiary known as South Canal Utilities, Inc. which may be
required to make significant capital expenditures in order to provide sewer and water capacity to the
property within a period of not more than 6 months upon written request by the venture provided the
venture will not make the request unless it is necessary to provide services to structures erected upon the
property or to fulfill commitments to third parties purchasing portions of the property from the venture.
Because the extent to which services will be required is based on ultimate sales and use of the property,
it is not possible to estimate the required capital expenditures. It is presently contemplated that
temporary facilities will be constructed at an estimated cost of approximately $150,000 during the period
ending December 31, 1976.
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Brokerage commissions in respect of the purchase of the property in the aggregate amount of
approximately $1,400,000 were payable in installments to two entities, neither of which is an affiliate
of Cerro, Leadership or the Pritzker famil,. ;.j-i2...c.:lia was consummated, the venture
assumed the obligation to pay such commissions.

TRANSACTION V
In the normal course of business, Cerro sells from time to time copper raw materials to Marraon.

In 1974, Marmon paid Cerro $2,785,000 for such materials. During the first ten months of 1975
Marmon paid Cerro $1,869,192 for such materials. Such sales have been made to Marmon at prevailing
market prices. Similar transactions between the two companies have been engaged in over the past
several years.

TRANSACTION VI
Cerro is advised that a trust for the benefit of the Pritzker family acquired in 1975 Peon Pocahontas

Coal Company ("PPC") which owns coal land and operates surface mines in close proximity to the mines
operated by Fetterolf. (See "Business and Properties of Cerro-Mining Group"). Both PPC and
Fetterolf produce coal which can be used for metallurgical purposes. Cerro and PPC are investigat-
ing the possibility of Fetterolf assuming a management role in the further development and operation of
PPC's property and the marketing of PPC's coal. Personnel of Cerro and Fetterolf have provided certain
technical assistance to PPC for the purpose of planning the development of the property, and in addi-
tion have initiated on behalf of PPC discussions with potential coal buyers. As of November 25, 1975
Cerro was owed approximately $505,000 by PPC for such services. Such payment was based upon
time expended by Cerro personnel and in reimbursement of expenses incurred by Cerro.

TRANSACTION VII
On May 19, 1975 Cerro's principal office was relocated to 39 South LaSalle Street, Chicago, Illinois.

Cerro is subletting 2,800 square feet from Marmon at $7.89 per square foot, which is the cost
to Marmon for such space. Marmon, in turn, rents such space from a company in which the Pritzker
family has a 50% beneficial interest. See "Management of Marmon—Certain Transactions".

TRANSACTION VIII
During the first nine months of 1975, Marmon sold mining equipment to certain members of the

Cerro Mining Group for $1,284,000. Such sales were made at prevailing market prices.

TRANSACTION IX
On July 15, 1975, The Pritzker Foundation, a charitable foundation in which the Pritzker family

has no beneficial interest, purchased $965,600 principal amount of Cerro's 12% Subordinated Notes
at face amount and subsequently offered the notes to Cerro for the Foundation's cost, plus accrued interest.
On August 28, 1975, Cerro purchased the notes on such terms.

Stock Option Matters

The following tabulation shows as to certain directors and officers and as to all directors and
officers as a group (i) the number of shares covered by options granted to purchase Cerro's common
stock since January 1, 1974, and (ii) the number of shares subject to all unexercised options held as of
September 30, 1975.

„ ^ All Director!
Option* to Alan and Officers

Purchase Common Stock Wolflej AJ a Group

Options Granted—1974 to date:
Number of shares 2 000
Average per share option price(l) — $16.43

Unexercised'at September 30, 1975:(3)
Number of shares 38,000 69,250(2)
Average per share option price(l) $14.74 $14.73(4)

1. All option prices have been adjusted in accordance with the terms of the Alternate Stock Option
Plan of 1971, as amended (the "1971 Plan") to reflect cash dividends paid during the period May 14
1974 through September 25, 1975.
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2. In addition, Mr. Robert H. Cutler, who became a director of Cerro on March 14, 1973, has
been granted options to purchase 10,000 shares of common stock of Cerro's subsidiary, ICX, at an
average price per share of $10.43.

3. During 1974, options to purchase 37,769 shares of Cerro's common stock were surrendered for
cancellation by officers of Cerro who, pursuant to the 1971 Plan, received in exchange therefor $96,928
(see text below). Of such amount $38,570 was received by Mr. Walsh.

4. $16.28 per share as to options which were granted under the 1970 Stock Option Plan (see

All of the options referred to above were granted under the 1971 Plan and (except for options granted
subsequent to March 14, 1973) include "corresponding options" granted under the Cerro Corporation
Stock Option Plan of 1970 (the "1970 Plan"). Exercise of an option under the 1970 Plan operates
automatically to extinguish the optionee's corresponding option under the 1971 Plan. Conversely, as a
condition precedent to surrender of an option under the 1971 Plan, the optionee is required to surrender
to Cerro for cancellation the corresponding option under the 1970 Plan. The number of shares to be
issued (set forth in the table above) upon the exercise or surrender of options unexercised at March 31,
1975, represents the maximum number of shares which Cerro would be required to issue if all options
granted to the persons referred to in such table under the 1970 or 1971 Plan were exercised or
surrendered.

Under the 1971 Plan, an optionee is not entitled to exercise options granted thereunder, but upon
surrender thereof is entitled to receive the equivalent, in cash, of the appreciated value of the stock covered
by his option, such appreciated value being the difference between the option price and the fair market
value of the stock at the time the option is presented for surrender.

All options referred to above were granted at an option price equal to 100% of the fair market
value of the shares of common stock covered by each such option on the date of the grant thereof,
subject to adjustment for stock dividends and similar transactions and for cash dividends declared and
paid by Cerro after May 14, 1974, or the date of grant of the option, whichever is later. Upon the
consummation of the business combination, options relating to Cerro common stock will be converted
into a like number of options relating to Cerro-Marmon Preferred Stock.

BUSINESS AND PROPERTIES OF MARMON

Genera]

As set forth above, Marmon is a wholly owned subsidiary of GL. GL, a Delaware corporation,
is a private corporation, wholly owned, directly or indirectly, through trusts and other entities, by the
Pritzker family which, for the purposes hereof, consists of the descendants and certain of their spouses,
of the late Nicholas J. Pritzker (including A. N. Pritzker, Jack Pritzker, Jay A. Pritzker and Robert A.
Pritzker, who are controlling persons of GL). Marmon, which was organized on August 26, 1969,
is the successor through merger to a corporation which was organized in 1904. Marmon is engaged,
directly and through several subsidiaries, in five basic lines of business: the distribution of steel pipe
and tubing and the manufacture and fabrication of copper and aluminum tubing; the manufacture of
products for use principally in the automotive industry; the design and manufacture of equipment
used in the mining industry; the manufacture of building products and equipment; and the manufacture
of specialized equipment for use principally in the agricultural industry. Marmon's executive offices
are located at 39 South LaSalle Street, Chicago, Illinois 60603 (tel. no. 312-372-9500). As used
herein, the term "Marmon" includes Marmon and its subsidiaries and Marmon's predecessor, unless
the context otherwise requires.
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The following table sets forth for the five years ended December 31, 1974 and the nine months ended September
30, 1974 and September 30, 1975 the approximate amount and percentage of total sales and revenues and approxi-

Nel sales:
Pipe and Tubing(l)
Automotive Prod-

ucts
Mining Equipment
Building Products
and Equipment(5)

Agricultural Equip-
ment and Other(2)

Consolidated totals.

Income before inter-
est expense, equity
in net earnings of
Ccrro Corporation
and income taxes(4)

Pipe and Tubing(l)
Automotive Prod-
ucts

Mining Equipment
Building Products
and Equipment(5).

Agricultural Equip-
ment and Other
(3)

ordinary items for each of Marmon's line of business:
Ml- Moiibi Eadtd StDluober 30. Y«r Eadcd December 31.

1975
Aowani %

$ 68.4

58.9
55.4

19.2

6.4

$208.3

33%

28
27

9

3

100%

1974

Amount %

$ 79.4

53.8
30.3

25.5

5.5

$194.5

41%

27
16

13

3

100%

1974

ABOIUl

$105.9

75.0
46.6

32.1

8.0

$267.6

%
1971

ABMOI %
1971

ABO ion
(la MllUau <X Dollin)

40% $ 69.5 37% $ 46.1

28
17

12

3

100%

52.1
27.6

31.0

8.1

$188.3

28
15

16

4

100%

43.2
24.8

31.3

6.2

$151.6

i %

30%

29
16

21

4

100%

1971

ABOMBl

$ 32.2

35.8
26.9

26.1

5.5

$126.5

%

26%

28
21

21

4

100%

197*

Arnool

$

33.1
24.8

23.6

5.9

$87.4

it %

%

38
28

27

7

1009!

$ 4.9 20% $ 14.2 53% $ 15.2 46% $ 7.3 36% $ 3.0 22% $ 1.5 12% $

5.2
11.3

1.5

1.4

21
47

4.7
4.4

2.3

1.3

17
16

6.3
7.4

19
22

6.4
2.8

32
14

4.3
2.8

32
21

42
3.1

34
25

3.1
3.2

32
33

2.7 8

1.5

3.4 17

.2 1

2.8 21

.6

2.7 22

.8

Consolidated totals. $ 24.3 100% $ 26.9 100% $ 33.1 100% $ 20.1 100% $ 13.5 100% $ 12.3 100%

2.3 24

1.1 11

$ 9.7 100%

(1) Mannon acquired the principal companies which comprise this group in December 1970 and May 1971. No sales of the
company acquired in 1970 were included for such year. See Note B to the Consolidated Statement of Earning*.

(2) Includes amount* not attributable to a line of business.

(3) Includes interest and dividend income, gains and losses on temporary investments, residual amounts of unallocated or over-
allocated corporate administrative expenses, and miscellaneous other amounts not attributable to a line of business.

(4) Amounts are after the allocation of corporate administrative expenses, which amounts have been allocated generally on
the basis of relative sales and capital employed in each line of business, but before miscellaneous amounts not attributable to a
line of business.

(5) Includes the following net sales and income (loss) for the tile companies which were sold during 1973. See Note B
to the Consolidated Statement of Earnings.

Nine Months Ended
September 30,
1975 1974

Net sales $3.1 $4.6
Income (loss) $(.6) $.3

(6) Foreign operations accounted for the following percentages of net sales and income before interest expense, equity in net
earnings of Cerro Corporation and income taxes. (See Note 4 above.)

Year Ended December 31,
1974 1973
(In millions)

$5.8 $4.7
$ .3 $ .2

1972

$3.3
$ .2

1971

$2.8
$ .2

1970

$2.4

Nine Months Ended
September 30,

1 9 7 5 1 9 7 4
Year Ended December 31,

Net sales 2.1%
Income (loss) 1.4%

1.6%
.6%

82

1974

1.8%
1973 1972 1971

4.7%

1970

3.1% 3.8% 4.7% 5.7%
1.2% (1.1%) .6% (3.9%) 3.0%
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Pipe and Tubing

Products and Marketing. The principal pipe and tubing business of Marmon is the distribution of
carbon, alloy and stainless steel pipe and tubing. It has nine warehouses located throughout the Uni ted
States which maintain large inventories of steel pipe and tubing of various lengths, shapes and diameters.
Such steel pipe and tubing is sold through approximately 73 salesmen compensated on a salary plus incen-
tive basis to a variety of customers including manufacturers of machinery and capital goods as well ai
to the refinery and petrochemical industries. During 1974, sales relating to the distribution of steel pipe
and tubing constituted approximately 34% of total sales of Marmon, and approximately 40% of total
income of Marmon before income taxes, interest expense, equity in net earnings of Cerro Corporation
and extraordinary items. During the nine months ended September 30, 1975, such figures were approxi-
mately 29% and approximately 18%, respectively.

As an operation separate from the distribution of steel pipe and tubing, Marmon manufactures and
fabricates small diameter drawn copper and extruded and drawn aluminum tubing which is sold
primarily to companies that manufacture refrigerators, air conditioners, automotive equipment, and
electrical controls as well as to companies engaged in the general appliance industry. This aluminum
and copper tubing, which is manufactured to order, is sold nationally primarily through approximately
20 manufacturers' representatives who are compensated on a commission basis pursuant to agreements
which generally are terminable on 30-90 days' notice and three full-time salesmen. Sales of small diameter
copper tubing approximated 80% of total sales of small diameter copper and aluminum tubing of
Marmon and were generally concentrated among seven customers during 1974, with the largest
customer representing approximately 11% of sales of this product in 1974. Sales of small diameter
aluminum tubing were generally concentrated among seven customers which accounted for 49% of total
sales of small diameter aluminum tubing, the largest of which represented approximately 12% of total small
diameter aluminum tubing sales of Marmon. During 1974, sales of small diameter copper and a luminum
tubing constituted approximately 6% of Marmon's total sales and approximately 6% of its total income
before income taxes, interest expense, equity in net earnings of Cerro Corporation and extraordinary
items. During the nine months ended September 30, 197S, such figures were approximately 4% and
approximately 2%, respectively.

For an explanation of the decline in net sales and earnings in this line of business for the first nine
months of 1975, see "Marmon Management's Discussion and Analysis of Earnings—Pipe and Tubing".

Sources of Supply and Production. Marmon purchases the carbon, alloy and stainless steel pipe
and tubing distributed by it primarily from domestic steel mills and, to a minor extent, from foreign
steel mills.

Marmon purchases redraw copper tubing from large brass mills and copper mills and extruded
aluminum tubing and aluminum ingots in billet form from extruders of aluminum and prime aluminum
producers. In addition Marmon purchases other forms of copper raw material which are converted for
it into redraw copper. Redraw copper tubing is fu r ther drawn by Marmon. Aluminum billets are
extruded and drawn by Marmon and purchased extruded aluminum tubing is drawn by Marmon in
order to make tubing. In August, 1975, Marmon purchased an aluminum mill to draw aluminum
tubing to increase capacity and to increase the variety of alloys offered. During 1974, Marmon paid
Cerro approximately $2,785,000 for copper raw materials which represented approximately 32% of total
expenditures by Marmon for copper raw materials. For the nine months ended September 30, 1975, the
comparable figures were approximately $1,190,000 and approximately 36% respectively. During 1974
and the nine months ended September 30, 1975, the bulk of the conversion of copper raw materials into
redraw form was performed on behalf of Marmon by one company. Marmon, however, is not dependent
on such company for such conversions.

Competition. In the distribution of steel pipe and tubing, Marmon competes primarily on the
basis of service and price and, therefore, maintains a wide variety of inventory, supplies high level
technical assistance in conjunction with its sales activities and promptly fills orders. While Marmon has
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nine warehouses located in different areas of the United States, to the extent that it does not have a
warehouse located close to a customer, it may be at a competitive disadvantage because of increased
freight costs ana aaayeu oeiwery. mere are numerous companies engaged in the distribution of steel
pipe and tubing of the type distributed by Marmun, and Marmon believes that the sales of any one
company, including itself, do not account for any significant portion of total industry sales. Marmon be-
lieves that during 1974 and the first nine months of 1975 its sales relating to the distribution of steel pipe
and tubing accounted for less than 5% of total industry sales.

Marmon is one of the smaller companies in both the small diameter aluminum and small diameter
copper tubing markets. Competition in these markets is primarily on the basis of service and quality
although price is also an important factor. To the extent that Marmon competes with companies in the
manufacture of small diameter copper and aluminum tubing which nave a captive source of supply of
raw materials, Marmon is at a competitive disadvantage.

Properties. Marmon has ten warehouses and three manufacturing facilities, aggregating approxi-
mately 910,500 square feet of floor space. Eight of these are leased and five are owned. One of the
leases has been entered into in connection with industrial revenue bond financing which gives Marmon
the option to purchase the leased property at a nominal price in 1994 (exclusive of renewal options).

Automotive Products

Products and Marketing. Marmon manufactures truck flat leaf springs for sale primarily to the
original equipment market ("OEM") and secondarily to the replacement market and automobile springs
for sale to the replacement market. Sales of such springs, together with sales of U-bolts and chassis parts,
accounted for approximately 47% of the sales of this group and approximately 13% of total sales of
Marmon during 1974, and through September 30, 1975, these percentages are 43% and 12%, respectively.

In addition, Marmon manufactures for sale primarily to the OEM gray iron castings for use in
automotive parts such as brake and master brake cylinders, power steering pumps and compressors.
Compressors made with Marmon castings are also used in refrigeration and air conditioning systems.
Marmon makes malleable iron castings employed in the automotive, farm equipment, electrical and
machine tool industries. Marmon also manufactures a broad line of automotive pans including
automobile and truck transmission gears, shafts and synchronizers, clutch plates, U-bolts and chassis
pans and related parts for sale primarily to the replacement market. Automotive products are manufac-
tured to individual specification pursuant to customer order, as well as for inventory.

Sales to the OEM are made primarily to the major truck manufacturers, and substantially all
such sales of truck flat leaf springs are made to four of such manufacturers. One of such manufacturers
accounted for approximately 36% of total sales of Marmon truck flat leaf springs in 1974 and approxi-
mately 40% of sales of such product for the nine months ended September 30, 1975. Marmon has an
arrangement with such manufacturer pursuant to which, for an additional period of at least three years,
and at a negotiated price, virtually the entire production of one of Mannon's plants producing truck flat
leaf springs may be purchased by such manufacturer. Such plant was built primarily to meet the needs for
truck flat leaf springs of such manufacturer. Sales to the automotive replacement market are made pri-
marily to numerous wholesale distributors of automotive parts, including spring service stations. Sales of
gray iron castings are made to approximately 35 customers, with sales to the largest customer repre-
senting approximately 35% of all 1974 and the first nine months of 1975 sales of gray iron castings made
by Marmon. Marmon has a long term commiimeni from such customer (for an -additional period of
four years) to the effect that such customer will purchase from Marmon significant portions of such cus-
tomer's requirements for gray iron castings at a negotiated price. An additional facility for the manu-
facture of gray iron castings has been constructed, in part, to meet the needs for gray iron castings of
such customer and to provide additional capacity for other customers.

For information with respect to the backlog of orders for automotive products see "Backlog."

Sources oj Supply and Production. The principal raw material used in the manufacture and
fabrication of automotive products are bar spring steel, steel forgings.and steel plate. In addition,
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in the manufacture of castings, Marmon uses pigiron, cast scrap, coke, sand and limestone. Sucli
materials are purchased from domestic steel mills, steel forges and other sources. See "Regulatory,
Energy and Related Matters".

Truck flat leaf springs are manufactured on assembly lines through the use of metal processing
and forming machines and heat treating facilities. The other automotive equipment is manufactured
generally through the use of lathes, boring mills, gear cutters and other related machining equipment
and components. Castings are produced through the use of equipment employing green sand and shell
molding processes.

Competition. Competition in this area of Mannon's business is on the basis of price, service and
quality. Marraon believes itself an important factor in the truck flat leaf spring market, primarily
the medium and heavy-duty truck fiat leaf spring market. There are several other significant manu-
facturers, selling heavy duty, medium and other truck flat leaf springs to the OEM. In addition to
competition on the basis of price, Marraon competes in the sale of other automotive parts to the
replacement market on the basis of service and believes that its ability to filJ orders promptly, to
maintain a large variety of inventory and to provide high level technical assistance allows it to com-
pete with the automobile manufacturers which sell parts to this market. Marmon is not an important
factor in the replacement market or in the other areas which comprise this group.

Properties. Marmon has eight manufacturing facilities and three warehouses, aggregating approxi-
mately 1,059,000 square feet of floor space. Five of these are leased and six are owned; portions of two
of the owned facilities are leased. Some of the leases have been entered into in connection with industrial
revenue bond financing which gives Marmon the option to purchase the leased property at nominal prices
with the leases expiring at various dates from 1979 through 1995 (exclusive of renewal options).

Mining Equipment

Products and Marketing. Through this group, Marmon designs and manufactures underground
mining equipment such as feeder-breakers, mobile drills, roof bolters, conveyors, haulages, winches,
hoists, carbide drills, bits and augers, and non-explosive blasting systems and parts. In 1972, Marmon
introduced a continuous mining system, which eliminates much of the handling involved in moving
coal from the "mine face" to the surface. Marmon also manufactures conveyors for use in above
ground mining and distributes conveyor rollers and belting to the replacement market. Special pur-
pose haulage vehicles such as mine cars and brakeman cars for use in the mining industry and railroad
track-work machinery and equipment as well as special purpose highway and off-highway vehicles
and components are also manufactured by Marmon. Substantially all of these products are used
principally in the coal and hardrock mining industry, and are sold generally in response to customer
orders, primarily in the mining regions of the United States, and, to a lesser extent in the United Kingdom.
Sales are made through approximately 30 salaried salesmen and approximately 19 salaried service per-
sonnel who also render technical assistance to the customer. Marmon owns five and leases two warehouses
in the mining regions of the United States from which it sells parts for its mining equipment and services
equipment sold by it. The four largest purchasers of mining equipment from Marmon in 1974
accounted for approximately 31% of Mannon's total sales of mining equipment, with the largest
customer accounting for approximately 12% of such sales. Through September 30, 1975, those pur-
chasers accounted for approximately the same respective percentages of such sales. The balance of
Mannon's sales of mining equipment was made to a large group of diverse customers.

For information with respect to the backlog of orders of mining equipment, see "Backlog".

Sources of Supply and Production. Marmon purchases the steel used to manufacture mining
equipment from domestic steel mills and service centers and purchases hydraulic components, gear
reducers and electric motors and components from various manufacturers. See "Regulatory, Energy
and Related Matters". Mining products are fabricated with medium and heavy-duty fabricating,
assembly and automatically controlled machining equipment as well as specialized manufacturing equip-
ment and welding, shearing, forming, tube cutting and painting equipment
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Competition. Competition in the sale of underground mining equipment is on the basis of design,
service and quality as well as price. There are at least four other manufacturers of underground coal
u,.^...s ^-.j,..,*,u «»ic» Minion believes have greater sales than it and numerous small machine shops
which manufacture mining equipment. Of the approximately 15 products manufactured, Marmon
believes it has 50% of the market for conveyors and feeder-breakers, which represents approximately
40% of the total sales of this group. Competition in the above ground mining equipment market is
on the basis of price, quality and service and Marmon is an insignificant factor in this market.

Properties. Marmon has seven warehouses and six manufacturing facilities, aggregating approxi-
mately 437,100 square feet of floor space. Eight of these are leased and five are owned. Two of the
leases have been entered into in connection with industrial revenue bond financing which gives Marmon
the option to purchase the leased property at nominal prices expiring from 1985 through 1994 (exclusive
of renewal options).

Building Products

Products, Marketing, Sources of Supply and Production. This group designs and manufactures
merchandising equipment for display and storage purposes, metal point-of-purchase displays, and
other similar products used principally by general merchandise, variety, department and discount stores,
supermarkets and other self-service retail establishments. These products, which normally are designed
and manufactured to the customer's specifications, are sold through approximately 16 salaried salesmen
to a small group of customers, the five largest of which represented in excess of 75% of sales by Marmon
of store fixtures and the largest of which represented approximately 30% of sales of its store fixtures in
1974. Through September 30, 1975, those figures were approximately 80% and approximately 36%,
respectively.

Raw materials used to make these products are cold-rolled sheet steel, cold-rolled steel, wood and
wood products. See "Regulatory, Energy and Related Matters". These products are fabricated through
metal forming, punching, rolling, welding, machining, plating, sawing, boring, laminating, and painting
processes.

Marmon manufactures all-steel doors and door frames which it sells nationally to approximately
100 distributors through approximately eight salaried salesmen. It purchases steel products to make
doors and door frames from steel mills and steel service centers. See "Regulatory, Energy and Related
Matters".

Sales by Marmon of steel doors are made to a large group of diverse customers none of which repre-
sents a significant portion of such sales.

Sales of doors and door frames accounted for approximately 31% of the sales of this group and
approximately 4% of total sales of Marmon during 1974; and through September 30, 1975, such figures
were approximately 31% and approximately 3%, respectively.

Competition. Marmon competes in the area of store fixtures on the basis of price, service and
quali ty. Marmon participates in the design of the fixture and is able to offer the customer a product which
meets his specific requirements. There are numerous other companies which manufacture store fixtures
to specification, at least five of which Marmon believes have greater market shares than it.

Marmon competes with 80 other metal door manufacturers on the basis of quality and price. There
are four other metal door manufacturers which Marmon believes have greater market shares than
Marmon.

Properties. Marmon has four manufacturing facilities, aggregating approximately 900,000 square
feet of floor space. Three of these are leased and one is owned. These leases have been entered into in
connection with industrial revenue bond financing which gives Marmon the option to purchase the
leased property at nominal prices expiring from 1986 through 1994 (exclusive of renewal options).

Agricultural Equipment
Products, Marketing, Sources of Supply and Production. Marmon manufactures high quality

right angle gear drives which vary from 20 to 1200 horsepower. Marmon's right ai:gle drives are
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used for agricultural irrigation purposes and cooling towers, and by the shipbuilding and petroleum
industries as well as for municipal water systems to transmit power from a horizontal drive to a uni t
requiring a vertical power supply. These drives, which are manufactured from steel and iron castings,
bar steel and steel forgings purchased from several foundries and forges, are sold through one salaried
salesman. Right angle gear drives are manufactured to order through extensive high technology machining
operations with the use of lathes, spiral bevel gear generators and heat treating facilities.

Marmon manufactures in Canada and Australia incubator/hatcher systems for sale in countries other
than the United States. This product, which has an approximate capacity of 90,000 eggs, is sold pri-
marily to commercial poultry farms. Materials employed to fabricate this product include sheet steel and
aluminum panels, heating and ventilating system components, electric motors and other components.

Sales of agricultural equipment accounted for approximately 47% of the sales of this group and
approximately 1% of total sales of Marmon during 1974; and through September 30, 1975, such figures
were approximately 45% and approximately 1%, respectively.

Competition. In the manufacture of right angle gear drives for use in agricultural irrigation and
cooling towers and by the shipbuilding and petroleum industries and in municipal water systems Marmon
competes on the basis of quality, service and price. Marmon believes it is a substantial factor in this
market, in which approximately three other companies compete. Marmon competes with numerous
other companies in the sale of incubator/batcher systems on the basis of design, service, price and
quality and believes it is a significant factor in this market in which there are approximately seven other
important competitors.

Properties. Marmon has two manufacturing facilities, aggregating approximately 83,800 square
feet of floor space. Both of these are owned.

Research and Development

Each Marmon operation has personnel responsible for improving existing products and developing
new products. Marmon owns several trademarks, licenses and patents, none of which, in the opinion of
management, is material to its business.

Backlog

The following table sets forth information with respect to the backlog of orders on September 30,
1974 and 1975 for each of Mormon's lines of business listed:

BaclUog (OOP omitted)

September September
Line of Bmrtneg 30,1975^ 30,1974

Automotive Products $12,889
Mining Equipment 36,916
Building Products 2,231
Agricultural Equipment 2,405

$54,441 $61,716

The backlog of orders in the manufacture of small diameter copper and aluminum tubing amounted
to $2,049,000 at September 30, 1975 as compared with $2,392,000 at September 30, 1974. Owing to
the nature of the business and the fact that individual sales are generally in relatively small amounts, the
backlog of orders in the distribution of steel pipe and tubing is not recorded and is not indicative of
trends in such business.

The large backlog of orders in mining equipment at September 30, 1974 and at September 30,
1975, results from the heavy demand for coal and coal mining equipment during this period. While

001012

MARGRP CDAdm-1303



no definite trend has been established, there has been some slowing in the rate of orders for mining
equipment since June 30, 1975. In addition, Marmon, because of a new plant addition at the Pulaski,
Virginia facility, was able to reduce the backlog during the three month period ended September 30, 1975.
The decline in the automotive products' backlog of orders from September 30, 1974 to September 30,
1975 is attributable primarily to reduced truck and automobile production. The backlog of orders in
agricultural equipment decreased from a nine month level at September 30, 1974 to a four month level
at September 30, 1975 primarily because of increased production during the twelve months ended

September 30, 1975.
The amounts set forth in the above table are gross amounts. These orders must be adjusted for

such factors as modifications, cancellations, returns, freight allowances and normal trade discounts.

Marmon may experience variations in the total dollar amount of its backlog of orders, and the size of
the backlog at any date is not necessarily indicative of trends in Marmon's business. In addition,
while Marmon believes that the foregoing figures represent orders which are firm and which will in
most cases be filled within the next 12 months, it is possible that orders will be cancelled or delivery
dates extended.

Employees

At September 30, 1975, Marmon had approximately 4,600 employees, of whom approximately 2,900
were represented by 24 local unions. Marmon experienced only one strike in 1975, this beginning on
August 31, 1975 in a major warehouse in the pipe and tubing line of business and lasting nine weeks.

Marmon did not experience any major work stoppages (in excess of one week) in 1974 and
during the four prior years experienced only five major work stoppages, three of which occurred in 1972
(mining equipment 13 weeks, and three weeks, pipe and tubing eight days) and one of which occurred
in 1971 in mining equipment for six weeks. Marmon is a party to 21 union contracts, three of which
expire in 1976, ten of which expire in 1977 and eight of which expire in 1978. Marmon believes its
employee relations to be generally satisfactory.

Marmon has established benefit plans for its employees consisting of basic and major medical,
disability, group life insurance and accidental death and dismemberment Many Marmon operating
units have pension and profit sharing plans. The pension plans normally cover hourly unionized employees
with benefits based on industrywide patterns and determined by negotiations with labor unions. Each
operating unit's profit sharing plan covers those employees not covered by a bargaining unit and generally
provides for discretionary company contributions, voluntary employee contributions and full vesting after
ten years of participation.

Regulatory, Energy and Related Matters

Marmon is subject to various federal, state and local laws, ordinances and regulations relating to
plant safety and air and water pollution. Marmon has not received any material citations for violations
of such laws, ordinances or regulations. Marmon actively engages in testing its facilities to assure com-
pliance with applicable air and water pollution requirements. While Marmon believes that it is presently
in substantial compliance with all such laws, ordinances and regulations and does not anticipate having
to make any major capital expenditures in the foreseeable future in connection with environmental mat-
ters, because of the continued development of new regulations and reinterpretation of existing regulations
in this area, Marmon is unable to predict the effect, if any, which any such regulations may have on its
business in the future.

As previously indicated, steel products are the principal raw materials used by Marmon in its business.
Marmon purchases steel products from many suppliers. It has not been materially adversely affected by
any shortage of supplies of steel products or other raw materials, or of electrical energy or gas, on which it
depends to operate and heat its facilities, although it has experienced increased fuel costs. Even though
Marmon believes that it has made adequate provisions to obtain raw materials in the future and that any
limitations on fuel supplies and mandatory fuel or raw material allocations will not significantly affect its
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business, there can be no assurance thereof. Sales of automotive products have been affected adversely in
1975 owing to the reduction of trucks and automobiles produced in the United States and internationally.
To the extent that increased fuel costs will influence consumers' purchase of automobiles and trucks,
Marmon sales of products to the automotive market may be adversely affected in the future. See "Marmon
Management's Discussion and Analysis of Earnings—Automotive Products."

No significant portion of Marmon's business is subject to or influenced by seasonal factors. How-
ever, Marmon's business is affected by the cyclical nature of the businesses in which it is engaged.

Properties

In addition to the operating facilities discussed in the Properties section under each line of business,
Marmon leases approximately 10,500 square feet of executive office space at 39 South LaSalle Street,
Chicago, Illinois, pursuant to a five-year lease expiring in 1976 at an annual rental of approximately
$115,000. See "Management of Marmon—Certain Transactions."

The aggregate annual rentals paid by Marmon in 1974 were approximately $2,111,000, exclusive
of amounts paid under lease-purchase obligations. Substantially all of Marmon's leases are net lenses
pursuant to which Mannon is obligated to maintain the property, to pay real estate taxes, insurance and
other related expenses. In the opinion of Marmon's management, substantially all of its properties are
in good condition and are well maintained. In many instances, the leased facilities are relatively new,
having been constructed through industrial revenue bond financing within the past tea years.

Except for manufacturing, fabricating and other machinery and equipment located at plants the
construction of which was financed by the sale of industrial revenue bonds, which equipment is
leased and is subject to the terms and conditions of the applicable leases, Marmon owns substantially
all of its manufacturing and fabricating equipment.

Litigation

In late 1971, Marmon's predecessor was merged into Marmon. In connection with the merger,
all outstanding common stock of the predecessor owned by persons other than GL was called for
redemption at $12 per share. On October 27, 1972, a class action entitled Seymour Abrams, et al. v.
The Marmon Group, Inc.. et al., was brought in the United States District Court for the Northern
District of Illinois, Eastern Division, against "The Marmon Group, Inc." (presumably Marmon's prede-
cessor) and certain former and present directors of Marmon and its predecessor. This action seeks
(a) rescission of the 1971 merger described above and of a 1970 reincorporation merger, (b) an
accounting to Marmon for profits received by the defendants and for losses caused by Marmon by reason
of the alleged acts and wrongdoings, (c) if the mergers cannot be rescinded, an award to the plaintiffs
of $10,220,000 or such sum as the court may find due, and (d) reimbursement of certain costs of
the plaintiffs. Discovery in this action is close to completion. Counsel for Marmon is presently of the
opinion that the action has no merit and that Marmon has, in any event, substantial meritorious defenses.
Counsel is of the opinion that the probable outcome of the action will be favorable to Marmon and will
have no material impact on Marmon's consolidated financial statements.

In addition to the foregoing action, Marraon is a defendant in an action brought in April 1972
on behalf of the holders of approximately 7,500 shares of Common Stock of Marmon's predecessor
which were called for redemption in the 1971 merger referred to above. Such action, entitled Rodman
and Renshaw, Inc. et al. v. The Marmon Group, Inc. (Michigan), which is pending in the Chancery Court in
the State of Delaware, seeks "fair value" for such shares. Mannon has offered to pay such holders
$14 per share. Settlement has been accepted by all but 650 shares represented in that action.

Marmon is also a defendant in certain actions involving its and GL's acquisition of Cerro stock
which are described under "Management of Cerro—Change of Management—Litigation—Other Litiga-
tion" and in Note 9 to "Mannon's Consolidated Financial Statements."

Mannon has also been named as a party in several lawsuits involving product liability, substan-
tially all of which are covered by insurance and none of which, in the opinion of Marmon, is material
to Marmon.
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MANAGEMENT OF MARMON
Directors

1'he following table sets forth, as of the date hereof, as to each director of Marmon, his principal
occupation for at least the last five years, and the year in which each director became a director.

Name Principal Occupation or Employment

Jay A. Pritzker Chairman of the Board of Marmon;
Chairman of the Board of GL; Chair-
man of the Board of Cerro; Chairman
of the Board of Hyatt Corporation
(hotels).

Robert A. Pritzker President and Director of Marmon; Presi-
deat and Director of GL; President
and Director of Cerro.

George A. Jones Executive Vice President of Marmon;
Director of Marmon; Director of
Cerro.

Director
Since

1963

1963

1970

Each of the foregoing directors was elected at the annual meeting of stockholders of Marmon held
April 22, 1975 to serve until his successor shall have been duly elected and qualified. Robert and Jay
Pritzker are brothers. None of the other executive officers and directors of Mannon is related to any
other executive officer or director.

As indicated above, the Pritzker family is the beneficial owner of 100% of the stock of GL which
owns 100% of the stock of Marmon. For the purposes of the Securities Exchange Act of 1934, the
Pritzker family, as referred to above, may be deemed to be the parent of Marmon.

For information as to the management of Cerro-Marmon Corporation after the merger, see "The
Business Combination—Organization After the Business Combination."

Remuneration

The following table sets forth the aggregate remuneration accrued by Marmon during the fiscal year
ended December 31, 1974 for each director whose aggregate direct remuneration exceeded $40,000 and
for each of the three highest paid officers of Marmon whose aggregate direct remuneration exceeded that
amount, and for all officers and directors as a group.

Name of Individual
or Ideality of Group

Capacity In Which
Remuneration

Received

Robert A. Pritzker President and Director
George A. Jones Executive Vice President

and Director
Robert C. Gluth Vice President
William H. Shinn Vice President
All officers and directors as

a group (7 persons) . . . .

Aggregate
Direct

Remuneration

$ 52,087
95,000

Amount Set
Aside or

Accrued in
Profit Sharing

PUniii 1974(1)

$ 3,946
5,112

Amount S«t
Aside or

Accrued in
Profit Snaring
Plan through

1974(1)

$ 23,805

59,355

95,000
81,500

410,037

4,165
6,172

25,938

34,213
9,006

163,446

(1) The Profit-Sharing Plan provides for discretionary employer contributions of up to 15% and
voluntary employee contributions of up to 10% of total employee compensation. The Plan covers all
employees of the Marmon home office with one or more years of fu l l - t ime service. Employer contributions
and amounts remaining as a result of for fe i ture by terminated employees are allocated to the participants
based upon each part icipant 's total compensation. Earnings from investments of Plan funds are allocated
to each participant's account on a pro rata basis. Participants' accounts vest over a period of ten years.
The amounts set aside or accrued in the Plan through 1974 include voluntary employee contributions
(Mr. Jones—approximately $19,121; Mr. Gluth—approximately $15,771; and all officers and directors
—$55,561). The amounts shown as set aside in 1974 represent only employer contributions.
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Jay A. Pritzker has not heretofore received a salary from Marmon.

None of the officers or directors of Marmon participates in any retirement plan of any of Marmon's
subsidiaries. Marmon does not have any stock options outstanding.

Certain Transactions

For the purposes of the following discussion, the term "Principal Stockholders" means the Pritzkcr
fami ly as referred to under "Business and Properties of Marmon—General." Marmon is wholly-owned
by the Principal Stockholders through their ownership of GL. It is Marmon management's view that all
the transactions in which there is any continuing contractual arrangement are on terms as favorauie iu
Marmon as terms between independent third parties.

Certain companies, including Marmon, in which the Principal Stockholders have a beneficial interest
are covered under the same property, casualty, and group insurance policies, thus reducing the cost of each
of the insured companies because of the spreading of the risk. The premium payable by each insured com^
pany is determined by the insurance broker or insurance company as if such company were independently
insured. The total premium for all such policies for the year ended December 31, 1974, was $3,777,000,
of which $2,700,000 was paid by Marmon.

The Principal Stockholders have an option to buy an insurance company from Cayman Assurance
Co., Ltd. to which premiums of approximately $1.140,000 were paid for the year ended December 31.
1974 by certain of the companies referred to in the preceding paragraph, including $900,000 paid by
Marmon. Such acquisition is contingent upon obtaining a ruling from the Internal Revenue Service on
certain income tax aspects of the acquisition. Jl is expected that in the event such insurance company is
acquired, the business relations with such companies wi l l continue, and the types of coverage and the
amounts of premiums may be expanded and increased. The premiums for all risks insured by such insur-
ance company are presently competitive with those available from other unaffiliated insurance companies,
and it is anticipated that in the event of consummation of the acquisition, the premiums will continue to
be competitive.

The Marmon Retirement Trust (the "Trust"), a commingled trust including profit sharing trusts
and pension trusts for the benefit of certain employees of Marmon and other companies in which the
Principal Stockholders have a beneficial interest, was the holder of a promissory note in the principal
amount of $50,000, dated December 4, 1970, issued by National Textbook Co., a company in which a
Principal Stockholder has a 45% interest which was paid on September 23, 1975. In addition, the Trust
is the bolder of a mortgage note of such company, dated December 4, 1970, initially in the principal
amount of $200,000, the unpaid balance of which was approximately $195,000 on September 30, 1975.
In addition to certain real property, such mortgage note is secured by shares of stock the value of which
at September 30, 1975, was approximately $304,000 and to a l imi ted extent by a guaran ty of such
Principal Stockholder. Such mortgage note bears interest at 11 % per annum and is payable in 299
equal monthly installments of $1,960, which commenced October 1, 1972, and continue through August 1,
1997, with a last payment of $1,853 being due on September 1, 1997. The Trust also owns a motel
in Illinois, which it has leased through 1987 at a monthly rental of $3,233 based upon comparable
rentals in such area to a wholly owned subsidiary of Hyatt Corporation which is controlled by the
Principal Stockholders.

During 1974, an exporting subsidiary of Marmon made sales of approximately $704,000 on behalf
of two companies which are beneficially owned by the Principal Stockholders, on which it earned a
gross profit of approximately $195,000. During the nine months ended September 30, 1975, sales
on behalf of such two companies were $618,000 on which a gross profit of approximately $176,000
was earned by such subsidiary.

In April 1974, Marmon advanced $200,000 to Diversified Capital (not Inc.), a company bene-
ficially owned by the Principal Stockholders. Such amount bears interest currently at the rate of 8%
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per annum which is adjusted periodically to V4 % over the prime rate of the First National Bank of
Chicago which is Marmon's cost of borrowing. The original due date thereof has been extended twice
and is currently due in April 1976.

Marmon charges certain companies which are owned by the Principal Stockholders a management
fee for services rendered by officers and other personnel of Marmon. Such fees aggregated $354,000
for 1974 and approximately $282,000 for the nine months ended September 30, 1975.

For a description of sales of mining equipment by Marmon to certain members of Cerro's Mining
Group, see the discussion of Transaction V11I under "Management of Cerro—Transactions with Pritzker
Family Affiliates."

During 1974, Marmon paid to companies or trusts in which ihe Principal Stockholders are the bene-
ficial owners of, or have a beneficial interest in, an aggregate of $141,000 as rentals for properties and
equipment leased from such companies or trust including $86,000 for Marmon's principal office at
39 South LaSalle Street, Chicago, Illinois. For the nine months ended September 30, 1975, such rental
was approximately $85,000 all of which was attributable to rent for Marmon's principal office. Such
rental on a square foot basis is at least as favorable as paid by the largest tenants in the building.

During 1974, Marmon paid to the law firm of Pritzker and Pritzker $59,497 in legal fees on account
of services rendered. For the nine months ended September 30, 1975, such amount was $42,508.

Effective June 30, 1975, Marmon sold the net assets of K-B Axle, a subsidiary acquired in 1974,
to a company owned by the Principal Stockholders. The selling price of $1,343,000 was equivalent to
ihe net book value of ihe asset at June 30, 1975, plus ihe L1FO inventory reserve at such date. Marraon
believes that such selling price was equivalent to the fair market value of the net assets sold.

For a description of purchases of copper raw materials by Marmon from Cerro, see the discussion
of Transaction V under "Management of Cerro—Transactions with Pritzker Family Affiliates."

Marmon and its domestic subsidiaries filed a consolidated federal income tax return for 1970 and
have been included in the consolidated federal income tax returns of GL subsequent to 1970. Pursuant
to a formal income tax sharing agreement with GL, federal income taxes of Marmon are deter-
mined, in general, as if Marmon and its domestic subsidiaries filed a separate consolidated federal income
tax return. Federal income taxes so determined are paid periodically to GL; amounts accrued but not
yet paid or payments in excess of amounts accrued are included as income taxes or refundable income
taxes in the consolidated balance sheet. Interest at 115% of a bank's prime rate is paid or received by
Marmon on differences between payments made and payments due. In addition, Marmon, as a member
of the GL consolidated group, is contingently liable for federal income taxes attributable to other members
of such group for the year in which a consolidated tax return is filed.

DESCRIPTION OF CAPITAL STOCK OF CERRO-MARMON

The following is a summary of certain of the powers, preferences and rights pertaining to
the stock of Cerro-Marmon as they will be in effect af ter the business combination. This summary
is qualified in its entirety by reference to the form of the proposed amendment of Article Fourth of the
Certificate of Incorporation of Cerro-Marmon, and to the form of the proposed resolutions of the Board
of Directors of Cerro-Marmon which will create the $2.25 Cumulative Series A Preferred Stock (the
"Series A Preferred Stock"), copies of which are Appendix 1 and Appendix 2, respectively, to the copy
of the Exchange Agreement which is attached hereto as Exhibit B.

Cerro-Marmon has authorized (a) 10,000,000 shares of Common Stock, par value $1 per share,
of which S'.OOO.OOO shares will be issued to GL after the business combination and (b) 10,000,000
shares of Preferred Stock, par value $1 per share, of which an aggregate of 4,324,970 shares will be
issued for all the outstanding Cerro common stock held by persons other than Marmon (in the event
that no additional shares of Cerro common stock are issued pursuant to the exercise of Cerro stock
options prior to the business combination and no stockholder of Cerro exercises his appraisal rights).
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The shares of the Preferred Stock ranking on a parity with the Series A Preferred Stock as to
dividends or distributions of assets will be available for issuance of series in addition to the Series A
Preferred Stock, as determined by the Board of Directors and without fu r the r action by the Preferred
Stockholders of Cerro-Marmon, for corporate purposes, including acquir ing the minority interests in
current subsidiaries of Cerro, such as Golconda Corporation and, under certain circumstances described
herein, for any corporate purpose. No restrictions are placed on the issuance by the Board of Directors,
for corporate purposes, of additional series of Preferred Slock r ank ing jun io r to the Scries A Preferred
Stock as to dividends and distribution of assets. The Board has the authority to fix the powers,
preferences and rights of each series of the Preferred Stock with respect to dividend rate, redemption
price and terms, l iquidation rights, sinking fund or purchase fund provisions, „« ~ .i&',.u> duJ
voting powers. All shares of the same series of the Preferred Stock will rank equal ly and possess
identical powers, preferences and rights.

Dividend Rights. The holders of the Series A Preferred Stock will be entitled to receive, prior to
payment of dividends on the Common Stock or any class or series of stock ranking junior to the
Series A Preferred Stock, cumulative cash dividends at the annual rate of $2.25 per share, when
and as declared by the Board of Directors out of assets legally available for dividends, payable
quarterly on the first business day of April, Ju ly , October and January (beginning with April 1, 1976),
and accruing from the effective date of the business combination. All dividends declared on the Series A
Preferred Slock for any dividend period and on any class or series of stock ranking on a parity with the
Series A Preferred Stock as to dividends will be declared pro rata. Accumulations of dividends will not
bear interest. No dividends may be declared or paid on the Common Slock or any distribution ordered or
any payment made on account of the purchase or ret irement of Common Stock unless (i) f u l l cumulative
dividends and sinking funds to which the Series A Preferred Stock are entitled have been paid for
all past periods and dividends to which the Scries A Preferred Stock are entitled have been provided
for to the end of the then current dividend period and ( i i ) after giving effect to such dividends, purchases,
distributions aod retirements of Common Slock, the accumulated Consolidated Net Income of Cerro-
Marmon (as defined) from December 31, 1975. less all dividends, purchases, distributions and retire-
ments after such date with respect to the Common Stock, the Series A Preferred Stock and any series or
class of stock ranking junior to the Series A Preferred Stock would be greater than zero. For the
purposes thereof, dividends or distributions shall include all investments in or loans and advances
made to any holder, affiliate thereof (as defined) or member of an affiliated group (as defined) of holders
of capital stock controlling (as denned) Cerro-Marmon, except such investments, loans or advances
to any subsidiary of Cerro-Marraon or certain others and payments made to GL pursuant to the tax
sharing agreement to which Cerro-Mannon wil l be a party.

Redemption. The Series A Preferred Stock may be called for redemption at any t ime on or after April
I, 1981. in whole or in part, at the election of Cerro-Marmon at the redemption price of $22 per share,
plus accrued unpaid dividends to the date fixed for redemption. Series A Preferred Stock may be
redeemed only after full cumulative dividends upon the Series A Preferred Stock (except the shares
to be redeemed) shall have been paid or provided for to the end of the current dividend period.
If less than all the Series A Preferred Slock is to be redeemed, the redemption shall be made pro rata
or by lot in the manner determined by the Board.

Liquidation Rights. In the event of any l iqu ida t ion , dissolution or winding up of Cerro-Marmon,
the holders of the Series A Preferred Stock wi l l have y l iquidat ion preference of $22 per share, plus
accrued and unpaid dividends to the date of payment, before any distribution of assets upon the
Common Stock or any series or class of stock ranking junior to the Series A Preferred Stock and the
holders of (he Common Stock and any series or class of stock ranking junior to the Series A Preferred
Stock as to distr ibution of assets wil l be entitled to receive remaining assets that are available for distribu-
tion to stockholders in accordance wi th iheir respective righls. If, upon any liquidation or dissolution or
wind ing up of Cerro-Marmon, the amounts payable on or with respect to the Series A Preferred Stock are
nol paid in f u l l , the holders of the Scries A Preferred Slock shall share ra tab ly in any distribution of assets
according to the respective amounts would be payable in respect of the shares held by them upon such
distribution if all amounts payable on or with respect to the Preferred Stock of all series were paid in full.

Sinking Fund. The Series A Preferred Stock will be entitled (subject to any restrictive provisions
contained in Cerro-Marrnon's Certificate of Incorporation, any loan agreement, mortgage, indenture, deed
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of trust or any other loan arrangement existing from time to time) beginning, the first business day in
January 1982 and annually thereafter, to annual aggregate sinking fund purchases sufficient to retire
annually 6% % of the issued Series A Preferred Stock and the entire issue by the end of the 20th year
after the business combination. Shares of Series A Preferred Stock acquired or redeemed by Cerro-
Marmon otherwise than through sinking fund purchases may, at the option of Cerro-Marmon, be
credited against any sinking fund requirements at the redemption price. If Cerro-Marmon is pre-
vented by law or by any restrictive provisions in its Certificate of Incorporation, any loan agreement,
mortgage, indenture, deed of trust or any other loan arrangement or for any other reason from acquiring
shares for the sinking fund in any 12 month period, any shares not so acquired will be acquired in the next
succeeding 12 month period in which Cerro-Marmon shall not be so prevented. If the Board of Directors
should for any reason fail to make any required sinking fund purchases (or otherwise redeem the number
of shares required to be redeemed by crediting shares voluntar i ly redeemed or otherwise acquired) then
the Board may not thereafter pay dividends on Common Stock until all past payments (or credits in lieu
thereof) are made or provided for. See "Dividend Rights" above. See also "Voting Rights" below for
rights to a class vote in the event of default in making sinking fund payments for a specified period.

Voting Rights. Each holder of the Series A Preferred Stock will be entitled to one vote per share at
every meeting of stockholders of Cerro-Marmon, and, except as described below, the Series A Preferred
Stock and the Common Stock shall vote together as a single class. The Common Stock is entitled to
four votes per share. See "Non-Cumulative Voting".

If payments to the Series A Preferred Stock shall be (i) in default in an amount equal to six full
quarterly dividends, or ( i i ) in default in an amount equal to two ful l annual sinking fund payments, the
holders of the Series A Preferred Stock, voting separately as a class, will be entitled to elect two directors of
Cerro-Marmon. If payments to the Series A Preferred Stock shall be (i) in default in an amount equal
to ten full quarterly dividends or (ii) five full sinking fund payments, the holders of the Series A
Preferred Stock, voting separately as a class, will be emiiled to elect such number of directors as will
constitute a majority of the Board of Directors. The right to elect such directors shall continue unti l all
dividends or sinking funds in default have been paid or declared and set apart for payment. The Board
of Directors in connection with the issuance of additional series of Preferred Slock may grant voting
rights similar to those granted to the Series A Preferred Stock and such series will vote together with
(as the same class) the Series A Preferred Stock on such matters. Such Preferred Stock may not have
voting rights per share in excess of the quotient obtained by dividing the liquidation preference of such
Preferred Stock by 22 (which is the liquidation preference of ihe Series A Preferred Stock).

In addition to the right to act separately as a class on certain matters that the holders of the Pre-
ferred Stock will have under the laws of Delaware, the resolutions authorizing the issuance of the Series
A Preferred Stock require (i) the affirmative vote or written consent of the holders of two-thirds of
the outstanding shares of the Series A Preferred Stock, voting separately as a class, in order to effect
(A) any change in the powers, preferences or rights given to the Series A Preferred Stock by such
resolutions which would affect the Series A Preferred Stock or (B) the creation of any class of
stock ranking, as to payment of dividends or distribution of assets, prior to the Series A Preferred
Stock, ( i i ) the affirmative vote or writ ten consent of the holders of a majority of the outstanding
shares of the Series A Preferred Stock, to increase the authorized number of shares of Preferred
Stock or to authorize or create any class of stock ranking on a parity with the Series A Pre-
ferred Stock as to dividends or distribution of assets (the Board having the right to grant such voting
rights s imi lar to the Series A Preferred Stock to addi t ional series of Preferred Stock and such series shall
be entitled to vote together as a class with (he Series A Preferred Stock) and ( i i i ) the affirmative vote
or written consent of the holders of a majority of the outstanding shares of the Series A Preferred Stock,
voting separately as a class, in order to effect (A) any increase in the number of outstanding shares of
the Series A Preferred Stock or the creation or issuance of any class or series of stock ranking, as to
payment of dividends or distribution of assets, on a par i ty wi th ihe Series A Preferred Stock outstanding
unless, a f te r giving effect to the issuance of such stock and the proceeds therefrom, the Consolidated
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Net Tangible Assets (as defined) of Cerro-Marraon are equal to at least two and one-half times the
aggregate liquidation preference of the outstanding shares of the Series A Preferred Stock and of all
preference stock ranking on a parity as to dividends or distributions of assets with the Series A Preferred
Stock outstanding af ter the transaction, (B) the sale of substantial ly all the assets of Cerro-Marmon
or the consolidation or merger of Cerro-Marmon with or into any other corporation (an "Acquisition")
for securities unless (a) any securities exchanged for the Preferred Stock shall be preferred stock which
is substantial ly similar in all material respects to the Series A Preferred Stock exchanged and (b) the
Consolidated Net Tangible Assets (as defined) of the surviving corporation shall be equal to at least
two and one-half times the aggregate l iqu ida t ion preference of all preference stock ranking on a pari ty
with the Series A Preferred Stock outstanding after the transaction, H. ...... uuii . ing iu clause (A)
above or this clause (D) would prevent (or require stockholders' consent to) a merger of any consolidated
subsidiary of Cerro (where Preferred Stock is to be issued in conuection therewith to acquire a minor i ty
interest) , as any such ent i ty existed on the date of the business combination of Cerro and Marmon. w-ith
or into Cerro-Marmon or any subsidiary thereof, (C) the issue of any shares of any class or series of stock
ranking on a parity with the Series A Preferred Stock as to distribution of assets if a f t e r giving effect to
such issuance the aggregate liquidation preference of such issue shal l exceed 115% of the amount or value
of the aggregate proceeds received or to be received by the Corporation in respect of such issuance or (D)
any Acquisit ion in which the holders of Preferred Stock would be required to accept cash before the date
on which the Series A Preferred Stock may be redeemed, or cash in an amount less than the redemption
price per share (plus accrued unpaid dividends).

Limitations have been provided with respect to the matters referred to in the preceding two paragraphs
in the voting rights of Preferred Stock of any series held by GL and its affiliates when GL or an aff i l ia te
also holds Cerro-Marmon Common Stock.

Non-Cumulative Voting. The holders of Series A Preferred Stock and Common Stock will have
non-cumulative voting rights, which means that the holder of the shares of Common Stock can elect
all the djrectors if it chooses to do so (subject to the voting rights of the holders of the Secies A Preferred
Stock in the event of certain dividend or sinking fund payment defaults, as described above).

Pre-emptive Rights. The holders of the Preferred Stock will not be entitled to pre-emptive rights.

Certain Restrictions Imposed by Long-Term Debt. The payment terms of the Cerro note agree-
ment with i n s t i t u t i o n a l lenders to which Cerro-Marmon will be subject are set forth in Note 9 to the
Financial Statements of Cerro. The provisions of such note agreement have been amended in contempla-
tion of the business combination and will place financial restrictions upon the right of Cerro-Marmon
to pay or declare dividends on any class of its stock, inc luding the Preferred Stock, and will also restrict
the right of Cerro-Marmon to redeem, purchase or otherwise acquire any shares of its stock, including
the Preferred Stock. Cerro-Marmon under such note agreement, as amended, will be required to main-
t a i n working capital (as defined, which de f in i t i on excludes the working capital of its subsidiaries) at
not less than 125% of funded debt, as defined (at September 30, 1975 working capital was 191%
of funded debt) . At September 30, 1975 Cerro-Marmon would have had unrestricted retained earnings
of approximately $35.9 million for the payment of dividends and sinking funds in respect of the
Preferred Stock. Cerro-Marmon wil l not be able to pay dividends or .make s inking fund payments
unless, a f t e r giving effect thereto, working capital (as defined) is in excess of $125 million. Such
amount was increased from the $90 million requirement to which Cerro is presently subject. At
September 30, 1975, for purposes of the note agreement Cerro-Marmon would have had working
capital of approximately $147 million, af ter giving effect to the $25 mil l ion capital contribution to be
made to Marmon as discussed under "The Business Combination—Capital Contribution to Marmon."
Under this more restrictive limitation, Cerro-Marmon would have had available at September 30, 1975
approximate ly $22 million for dividend and sinking fund payments in respect of the Preferred Stock.
Available dividend capacity will vary under this latter limitation from time to time in accordance with
changes in current assets and current liabilities of Cerro-Marmon.
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The loan agreement to which Marmon is a party relates to indebtedness in the principal amount of
$68 million (to be reduced to $43 million as a result of the capital contribution by Cerro-Marmon to
Marmon after the business combination) and requires, commencing in November 1976, semi:"""11"1

principal payments of $4 million and could require, commencing April 1, 1977, annual principal pre-
payments not to exceed $6 million applied to installments in the inverse order of their maturity equal to
the sum of (a) 50% of its consolidated net earnings af ter taxes in excess of $8 million for the previous
calendar year and/or (b) 50% of the amount paid by Marmon to GL pursuant to the GL-Marmon
tax sharing agreement described above under "Tax Sharing Agreement and Related Contingent Liabili-
ties" and, in addition, will prohibit payments, including dividends, by Marmon to Cerro-Marmon in excess
of $6 million per year on a non-cumulative basis. Accordingly, although Marmon would be ent i t led to
pay up to $6 million per year in dividends to Cerro-Marmon, from assets legally available for their pay-
ment, the substantial payments required by the loan agreement, during its term, may substantially reduce
its cash and thereby restrict its ability to pay dividends. See Note 7 to the Financial Statements of
Marmon for other terms of the loan agreement. See also Marmon's Consolidated Statement of Changes
in Financial Position. Marmon's bank loan agreement has been amended in contemplation of the busi-
ness combination. Such amendment, which will become effective upon consummation of the business
combination, provides that the minimum amount of tangible net worth Marmon will be required to
maintain will be reduced from $55 million, as currently stated in the loan agreement, to $35 million. At
September 30, 1975, Marmon's tangible net worth was approximately $43 million, after giving effect to
the proposed cancellation of the Cerro common stock held by Marmon and the proposed $25 million
capital contribution from Cerro-Marmon. The $25 million prepayment of the long-term bank debt with
funds to be obtained from Cerro-Marmon, as discussed under "The Business Combination—Capital
Contribution to Marmon", will be applied to reduce the latest maturities of such debt.

RIGHTS OF DISSENTING STOCKHOLDERS OF CERRO

The following is a summary of Section 623 of the New York Business Corporation Law which
provides the manner by which stockholders of Cerro who wish to dissent from the merger of Cerro into
Cerro-Marmon and receive payment for their Cerro common stock must assert their rights to dissent.
Such summary is qualified in its entirety by reference to the applicable provisions thereof which are
attached hereto as Exhibit D.

Such shareholder of Cerro must, prior to the vote on the Merger Agreement, file with Cerro a
written objection to the merger, including a statement that he intends to demand payment for his shares
of Cerro common stock if the Merger Agreement is consummated. If the merger is authorized by the
required vote of Cerro shareholders, written notice to that effect will be given within 10 days to any
shareholder who has filed the foregoing written objection and who has not voted in favor of the Merger
Agreement and such shareholder must, if he intends to dissent from the merger, within 20 days of the
giving of such notice, file with Cerro an election to dissent stating his name and residence address and
demanding payment of the fair value of his shares, without regard to any appreciation or depreciation
in consequences of the merger. As set forth under "Introductory Statement—Voting on the Business
Combination" in the absence of any contrary direction proxies will be voted in favor of the adoption
of the Merger Agreement and the Exchange Agreement (and the business combination contemplated
thereby) and the holders of shares represented by such proxies will not be entitled to appraisal rights
with respect to such shares unless such proxies are revoked prior to the voting thereof. A vote against
the business-combination will not satisfy the statutory requirement of written objection thereto. How-
ever, if the required written objection is filed, failure to vote against the merger will not constitute a
waiver of appraisal rights. Upon filing a notice of election to dissent, a shareholder shall cease to have
any rights of a shareholder except the right to receive fair value for his shares. A shareholder may not
dissent as to less than all of the shares of Cerro common stock, as to which he has a right to dissent
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held by him of record, that he owns beneficially. A nominee or fiduciary may not dissent on behalf
of any beneficial owner as to less than all of the shares of such owner as to which such nominee or
fiduciary has a right to dissent, held of record by such nominee or fiduciary.

At the time of the filing of a notice of election to dissent or wi thin one month thereaf ter the dissenting
shareholder shall submit the certificate representing his shares of Cerro common stock to the Surviving
Corporation (Cerro-Marmon) for the purpose of its noting thereon that such a notice of election
has been filed. With in seven days a f te r the expiration of the period during which a dissenting
shareholder must file a notice of election to dissent, or within seven days after the effectiveness of
the merger, whichever is later, the Surviving Corpor»'-'«« •••'" m*tp •, written offer to the dissenting
shareholders who have filed notices of election to dissent to pay to such shareholders for their shares of
Cerro common stock a price which the Surviving Corporation considers to be the fa i r value of such
shares without regard to any appreciation or depreciation in consequence of the merger. Section 623
provides for judicial determination of such fa i r value of the Cerro common stock in the event tha t
the Surviving Corporation and any dissenting shareholder fa i l to agree upon such fair value within
thirty days after the making by the Surviving Corporation of its ofier.

EFFECT OF REINCORPORATION IN DELAWARE

Cerro is a New York corporation. Accordingly, with respect to matters that are determined by the
laws of the state of its incorporation, New York law presently governs Cerro's internal affairs and
delineates the rights of its stockholders.

As stated elsewhere herein, one of the effects of the business combination is that Cerro would become
a Delaware corporation under the name Cerro-Marmon Corporation, and its internal affairs as well as
the rights of its stockholders, including the holders of the Series A Preferred Stock, would be governed
by and be subject to the laws of the state of Delaware, to the extent that the laws of the state of
incorporation of Cerro-Marmon axe applicable to such matters.

While the corporation laws of the states of New York and Delaware are generally consistent with
each other, there are several significant differences between the laws of such states which may be
applicable to holders of the Series A Preferred Stock.

Voting Rights

The provisions of the New York Business Corporation Law require that a higher proportion of the
outstanding shares entitled to act thereon be voted in favor of such matters involving New York corpora-
tions as mergers, consolidations and sales of all or substantially all of the assets of such corporations
than is required under the laws of the state of Delaware. GL as the sole holder of the common stock of
Cerro-Marmon entitled to an 82% voting interest would have under either New York law or Delaware
law sufficient voting interest to eflect such actions; however, the holders of the Series A Preferred Stock
will be entitled by the terms of the Series A Preferred Stock, to a class vote on such actions, under certain
limited circumstances, including actions which would result in the Series A Preferred Stockholders being
required to accept cash in an amount less than the redemption price per share (plus accrued dividends)
or securities which are not substantially similar to the Series A Preferred Stock to be surrendered.

Indemnification of Directors and Officers

The provisions of the Delaware law allow indemnity payments to directors and officers in some
instances not covered by the indemnity provisions in Cerro's by-laws or permissable under New York law.
The pending legal proceedings discussed under the headings "Management of Cerro—Change of Man-
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agement-Litigaiion" and "Management of Cerro—Other Litigation" are presently subject to indemnifica-
tion under Cerro's by-laws and the laws of the state of New York; such legal proceedings will, if the
business combination is effected, be subject to the more liberal provisions of Dela«^. I.as
purchased from Continental Casualty Company and Midland Insurance Company insurance covering the
liabil i ty of directors and officers. The insurance applies to the directors and principal officers of Cerro
and two subsidiaries. The premiums paid by Cerro for this insurance aggregate $158,822 for the period
from September 26, 1973 to September 26, 1976.

Dissenters' Rights

Under New York law, in general, any stockholder voting against the sale, lease or exchange of all
or substantially all the assets of a corporation, or the merger or consolidation of a corporation, is entitled
to dissent and demand the I'air cash value of his shares. Under Delaware law, no appraisal rights are
granted to stockholders who dissent to a sale, lease or exchange of all or substantially all of the assets of
a corporation. Dissenting stockholders under Delaware law have no appraisal rights in the event of a
merger or consolidation for which a stockholders' vote is required, if the shares of the class of stock in
question are registered on a national securities exchange or are held of record by 2,000 or more stock-
holders, unless the stockholders are required under the merger or consolidation to accept for their stock
anything except stock, or stock and cash in lieu of fractional shares, of either (i) the corporation surviving
or resulting from the merger or consolidation or (i i) of any other corporation registered on a national
securities exchange or held of record by 2,000 or more stockholders. With respect to sales of assets,
mergers and consolidations, holders of the Series A Preferred Stock have been granted the right to a
class vote in certain circumstances where their securities may be exchanged. In addition, without a class
vote the holders of the Preferred Stock can not be required to accept cash in an amount less than the
redemption price or cash if the Preferred Stock could not be redeemed. See "Description of Capital Slock
of Cerro-Marmon—Voting Rights."

Miscellaneous

Under Delaware law, the situs of stock of a Delaware corporation for all purposes, including
attachment and sequestration proceedings commenced in Delaware, is deemed to be in that state. Thj
Delaware courts have thus held that an action against the holder of capital stock of a Delaware cor-
poration may be commenced by the provisional remedies of attachment or sequestration, without physical
possession of the certificates representing such securities.

AUDITORS AND AUDIT COMMITTEE

Price Waterhouse & Co. were the Independent Accountants of Cerro for the fiscal year 1974.
It is expected that representatives of such firm will be present at the special meeting and will be provided
the opportuni ty 10 make a statement if they desire to do so. It is also expected that representatives of
Price Waierhouse & Co. wi l l be available to respond to appropriate questions at the meeting.

The members of the Audit Committee of the Board of Directors of Cerro are Thomas F. Githens
and G. Willing Pepper.

EXPERTS

The Consolidated Balance Sheet of Cerro Corporation and Consolidated Subsidiaries as of December
31, 1974, and the Consolidated Statements of Earnings (Loss), Retained Earnings, Paid-in Capital and
Changes in Financial Position for the two years then ended included in this Prospectus have been so
included in reliance on the report of Price Waterhouse & Co., independent accountants, and on their
authority as experts in auditing and accounting.

The consolidated financial statements of The Marmon Group, Inc. (Michigan) included in this
Proxy Statement (Prospectus) have been examined by Arthur Young & Company, certified public
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accountants, to the extent set forth in their report appearing elsewhere herein. Such report as to the
1974 consolidated financial statements is based in part on the report of Price Waterhouse & Co.,
independent accountants, on the consolidated financial statements of Cerro Corporation. The report of
Price Waterhouse & Co. is qualified in certain respects as set forth therein and the report of Arthur
Young & Company is qualified as to the effects, if any, of uncertainties related to Cerro Corporation's
real estate inventories on the 1974 consolidated financial statements of The Marmon Group, Inc.
(Michigan). Such consolidated financial statements of The Marmon Group, Inc. (Michigan) are
included in reliance upon such reports of these firms and upon the authority of such firms as experts.

The Statement of Earnings for the vear ended December 31, 1972, included in this Prospectus,
has been examined by Coopers & Lybrand, independent certified public accountants, to the extent set
for th in thei r report elsewhere in this Prospectus. With respect to such Statement of Earnings of Cerro
and Consolidated Subsidiaries, Coopers & Lybrand (whose report is qualified in certain respects as
set forth therein) relied, with respect to Leadership Housing, Inc., upon the examinat ion and report of
Price Waterhouse & Co., independent accountants, as set forth in their report appearing elsewhere in
this Prospectus. The Statement of Earnings for the year 1972 is included in this Prospectus in reliance
upon the report of Coopers & Lybrand, contained in this Prospectus and upon their au thor i ty as experts
in accounting and auditing.

Information appearing herein relative to the coal reserves of Fetterolf is based upon a study by
Gates Engineering Company, independent min ing consultants and engineers, and has been included
herein upon the authority of said firm as experts.

Information appearing herein relative to the co;il reserves of Stott is based upon a study by John T.
Boyd Company, independent mining consultant and engineers, and has been included herein upon the
authori ty of said firm as experts.

MISCELLANEOUS

The management of Cerro does not know of any matters to be presented at the meeting, other than
consideration of and action upon the matters set forth in the Notice of Special Meeting. If any other
matters properly should come before the meeting, or any adjournment or adjournments thereof, the
persons appointed by the accompanying proxy intend to vote such proxy in accordance with their best
judgment.

In addition to the use of the mails, proxies for the meeting may be solicited by certain employees
and directors of Cerro and its subsidiaries, personally or by telephone, telegraph, cable and personal
interview. As is customary, Cerro will reimburse brokerage firms, banks, trustees, nominees and other
persons for their out-of-pocket expenses in forwarding proxy materials to their principals. Cerro has
also retained D. F. King & Co., Inc. to aid in the solicitation of proxies. D. F. King & Co., Inc. will
solicit proxies by mail, telephone, telegraph and personal interview and may request brokers, dealers and
other nominee stockholders to forward proxy material to beneficial owners, and will receive a fee from the
surviving corporation (or from Cerro if the merger is not consummated) estimated to be approximately
$8,500 (plus disbursements) for its services.

All information contained in this Proxy Statement with respect to Marmon and GL has been fur-
nished by Marmon and GL, respectively.

By Order of the Board of Directors

KENNETH D. ARCHER
Vice President and Secretary

Chicago, Illinois
January .., 1976
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors and . . .
Shareholders of Cerro Corporation

We have examined the accompanying balance sheet of Cerro Corporation and Consolidated Sub-
sidiar ies as of December 31, 1974 and the related consolidated statements of retained earnings, paid-in-
c a p i t a l and changes in financial position, together with the consolidated statement of earnings (loss)
appearing elsewhere in this Proxy Statement for the two years then ended. We also examined the con-
sol idated s t a t ement of earnings of Cerro Corporation and Consolidated Subsidiaries (not presented
separately herein) for the five months ended December 31, 1974. Our examinations were made in
accordance with generally accepted auditing standards and accordingly included such tests of the account-
ing records and such other auditing procedures as we considered necessary in the circumstances.

As described in Note B to the consolidated statement of earnings (loss), in 1973 the accounting
profession changed the criteria for determining the types of i tems to be reported as extraordinary items,
and accordingly, the company has reflected these changes in its consolidated statement of earnings (loss).

In August 1975 management stated its intention to substantially reduce the business, operations
and debt levels of Leadership Housing, Inc., a real estate subsidiary, through an orderly liquidation of
inventor ies designed to minimize losses. Uncertainties are created from the intention to liquidate such
inventories because the amount and t iming of the ultimate realization of these inventories and of the asset,
' F u t u r e Income Tax Benefit", are not known. These matters are more ful ly described in Note D to the

consolidated statement of earnings (loss).

In our opinion, subject to the effects of such adjus tments , if any , which might have been required
had the uncertaint ies referred to in the preceding paragraph existed and their outcome been known
a1, l i i j date the financial s ta tements originally were issued, the financial statements examined by us present
f a i r l y the financial position of Cerro Corporation and Consolidated Subsidiaries at December 31, 1974,
uie r. 'suits of the i r operations for the two years and the five months then ended and the changes in
t h e i r financial position for the two years then ended, in conformity with generally accepted accounting
pr inc ip les consistently applied during the period and on a basis consistent with the preceding year, except
tor the change, wi th which we concur, referred to in the second paragraph.

New York, New York

February 25, 1975
(except as to the fourth paragraph
of Note 14 the date of which is
April 7, 1975, the first through
four th paragraphs of Note D to the
consolidated statement of earnings
(loss) the date of which is August
13, 1975, Note 13 the date of
winch is November 18, 1975, and
ihe fifth paragraph of Note D to
ihe consolidated statement of earn-
ings ( l o s s ) and the sixth paragraph
of Note 6 ( a ) to Note 15 the date
of which is January 20, 1976)

PRICE WATERHOUSE 4 Co.
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Directors of
Cerro Corporation

We have examined the consolidated balance sheet of Cerro Corporation and consolidated sub-
sidiar ies as of December 31, 1972 (not shown separately herein) and the related consolidated s ta te -
ments of earnings (loss), retained earnings, paid-in capital and changes in f inancial position for the
> c H r t h e n ended included in th is Prospectus.

Our exammai iun was made in accordance wi th genera l ly accepted audi t ing s tandards , and, accord-
i n g l y inchuirc i such lesis of the account ing records and such other a u d i t i n g procedures a? \ve considered
necessary in the c i rcumstances . \V'e did not examine the financial s ta tements of the subsidiary . Leader-
ship Housing, Inc. , which s tatements retlect to ta l assets const i tut ing 22% of consolidated assets, and
revenues c o n s t i t u t i n g 18% of consolidated revenues ( i nc lud ing revenues of Cerro de Pasco Corporation
and I n d u s t r i e s dc Cobre S.A. ( lndeco) | . These s t a t ements were examined by other certified publ ic
accountants \vl:osc report thereon was f u r n i s h e d to us. Our opinion expressed herein insofar as it
relates lo the amounts included for such subsidiary is based upon such report.

In our opinion, based upon our examinat ion and the report (appearing herein) of other certified
public accountants , and subject to the r e a l i z a t i o n of the Corporation's investments in Northwest Iron
Co.. Ltd. and Chile and its net assets in Peru, jll of which may be affected by governmental and other
actions, und subject to the possible necessity to s a t i s f y certain guaranteed obligat ions of Northwest Iron
Co.. Ltd.. (he aforementioned financial statements (of which the balance sheet is not shown separately
h e r e i n ) present f a i r l y the consolidated financial position of Cerro Corporation and consolidated sub-
sidiar ies at December 31. 1972 and the consol idated results of their operations and of changes in financial
position tor the year then ended in c o n f o r m i t y v.i ih genera l ly accepted accounting principles applied on
a basis consistent w i i h t h a t of the preceding year .

Our aforement ioned opinion on the consol idated f inancial s tatements for the year ended Decem-
ber 31, 1972, of Cerro Corporation and consolidated subsidiaries, submitted under date of March 19,
1973, was expressed against the background ol conditions and circumstances as they existed as of such
date. We have not examined the consolidated financial statements of Cerro Corporation and consolidated
subsidiaries subsequent to December 31, 1972. However, we have reviewed the restatement of the 1972
consolidated financial statements of Cerro Corporation and consolidated subsidiaries which gave effect to
the following matters. As a result of the expropria t ion on January 1, 1974, by the Government of Peru
of Cerro de Pasco Corporation's business in Peru, Cerro's consolidated financial statements have been
restated to reflect (a) the deconsolidation of Cerro de Pasco, (b) the adoption of the equity method of
accounting for Cerro's investment, and (c) presentat ion of Cerro's equity in the earnings, before an
extraordinary item, of Cerro de Pasco as a discontinued operation. In addition, the 1972 financial
statements have been restated (1) to deconsolidate Indcco and account for Cerro's investment therein on
the equ i ty method of accounting, (2) to present Cerro's equity (50% owned) in the earnings, before an
extraordinary item, of At lant ic Cement Company, Inc. as a discontinued operation since Cerro sold
At lant ic in 1973, and (3) to reflect the adoption, effective January 1, 1973, of the first-in, first-out method
of cost determination for metal inventories at one of Cerro's domestic copper fabricating plants which
previously uti l ized the last-in, first-out method. This latter change was made in order to provide a
u n i f o r m valuation method throughout Cerro's opera t ing uni ts and to coincide with a change made for
federal income tax purposes designed to maximize the benefits of U. S. source income. In our opinion, the
above-described restatement has been made in accordance with generally accepted accounting principles.

COOPERS & LYBRAND
New York, New York

March 19, 1973, except as to the restate-
ment of the 1972 financial statements,
as to which the date is March 12, 1974 LS 001027
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Directors and Stockholders
of Leadership Housing, Inc. (a majoriry-
owned subsidiary of Ceno Corporation)

In our opinion, the consolidated balance sheet and the related consolidated statements of opera-
tions, changes in stockholders' equity and changes in financial position (not presented separately
herein) present fairly the financial position of Leadership Housing, Inc. and its subsidiaries at December
31, 1972, and the results of their operations, changes in stockholders' equity and changes in financial
position for the year then ended, in conformity with generally accepted accounting principles applied
on a basis consistent with thai of the preceding year after giving retroactive effect to the change, with
which we concur, in the method of accounting for mul t i - f ami ly projects as described in Note B to the
financial statements, which is set forth in relevant pan below. Our examination of these statements was
made in accordance with generally accepted audit ing standards and accordingly included such tests of the
accounting records and such other auditing procedures as we considered necessary in the circumstances.

PRICE WATERHOUSE & Co.

Miami, Florida
March 16, 1973

Note B—Business Combination (In Part)

Late in 1971 Leadership Housing Systems, Inc. entered inio 11 transactions involving the sales
of multi-family projects to be constructed. Because of substant ial uncertainties in ascertaining the costs
and expenses relating lo these 11 projects, especially wi th respect 10 cash flow and rent guarantees,
revenues and profits from these projects were deferred. At December 31, 1971, these transactions
had been given elfect to in the financial statements of Leadership Housing Systems, Inc. by the record-
ing of gross notes receivable and receipts of $45,605,000 wi th the offsetting credit to deferred sales
proceeds which was reduced by $6,378,000 of costs incurred to December 31, 1971, resulting in net
sales proceeds of $39,227,000. Interest received on these notes receivable to December 31, 1971 was
included as income from the dales of the transactions.

As of September 30, 1972, the Company changed its method of recognizing revenues and profits
on sales of m u l t i - f a m i l y projects to more closely conform accounting practices with those princi-
ples under discussion by the Real Estate Accounting Committee of the American Insti tute of Certified
Public Accountants. The resulumi ef fec t was to record costs and expenses of the projects under con-
struction ;is inventory and e l imina te the notes receivable and deferred sales proceeds. Interest recognized
as income dur ing the construction period was reversed. Amounts received from multi-family project
purchasers ai: accounted for as customer deposits un t i l such time as construction is approximately
50(:'(: complete and the uncer ta int ies can be reasonably quant i f ied , at which time revenue and profit
recognition, commences. The erlect of the change was significant wi th respect to the balance sheet but
was. not mau-ri;i) on comparative period results of operations; accordingly, the 1971 consolidated balance
sheet and s t a t emen t of changes in financial position of Leadership Housing Systems, Inc. (no t presented
separate ly h e r e i n ) have been restated.

LS 001028
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES
CONSOLIDATED BALANCE SHEET

September 30, 1975 ind December 31, 1974
($ In Thousand*)

ASSETS
September 30, December 31,

197S 1974
Current Assets: (Unaudited)

Cash $ 9,151 $ 2 2 , 1 8 1
-r:_- ,^H rp.rtifir.ates of deposit

( inc ludes 5104,000 of restricted deposits in 1974 and $1,500 in 1975
—Notes 3 and 4) 47.510 1 17.3P.2

Marketable securities (principally commercial paper) at cost, less reserves
of $1,718 in 1975 and $2.069 in 1974—approximately market 37.164 41 .84?

Accounts receivable, less allowance of $1,673 in 1975 and $1,096 in
1974 for doubtful accounts

Trade 51,572 53.987
Chile (Note 6) 3,437 4,859
Other 6,271 4,588

Inventories (Note 5) 100,897 90,769
Prepaid expenses 3.604 2.248

Total current assets 259,606 337,857
Realty assets (Notes 14, 15 and D) 184,234 212,127
Notes due from Chile (Note 6) 15,286 25,251
Future income tax benefit (Notes D and E) 35,654 38,297
Investments (Note 4) 15,423 16,297
Property, plant and equipment, net (Note 7) 151,023 119,612
Operating rights and goodwill, net of amortization 18.271 15,148

$679.497 $764.589

LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities:

Notes payable to banks (Note 9) $ 4,800 $ —
Long-term debt due within one year (Note 9) 7,039 14,679
Accounts payable (Note 3) 40,425 101,095
Accrued liabilities (Notes 8 and 12) 35,039 38,542

Total current liabilities 87,303 154,316
Realty liabilities (Notes 14, 15 and D) . . 145,230 152.624
Long-term debt (Note 9) 94,803 96,801
Deferred income 1,440 1,196
Minority interest (Note 2) 7,204 6.553

Total liabilities 335,980 Til.490

Commitments and contingencies (Notes 4, 9, 12, 13, 14 and 15) — —

Shareholders' Equity (Notes 9, 10, 11 and 13):
Common stock, par value $3.33V6 per share, authorized 15.000,000

shares, issued 8,779,654 shares 29,265 29,265
Paid-in capital 178,186 178,218
Retained earnings (Note 9) 152.385 161.935

359,836 369.418
Treasury stock, at cost, 868,387 common shares (16.319) (16.319)

Total shareholders' equity 343,517 353.099
$679.497 $764,589

See Notes to Financial Statements (numeric references) and
Notes to Consolidated Statement of Earnings (Loss) (alphabetic references).
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

^.arr: :.- ?J:TAINED EARNINGS
($ In TbouuuU)

Nto* Monthi Yeaf Ended D.cembtr 31,
tndcd

September 30, 1975 1974 1973 1972(A)
(Unaudited)

Balance at beginning of period $161,935 $154.323 $103,939 $90,750*

Add:

Reappraisal surplus (Note 11) — — 52,959 —

Consolidation adjustments related to
minority shareholders' equity in Lead-
ership Housing, Inc — — — 503

Net earnings (loss) (2,430) 15,927 3,611 17,764

Cash dividends (7,120) (8,315) (6,186) (5,078)

Balance at end of period $152,385 $161,935 $154,323 $103,939

CONSOLIDATED STATEMENT OF PAID-IN CAPITAL
( $ in Thousands )

Y«« Ended December 31.
September 30, 1975 1974 1973 1972(A)

(Unaudited)

Balance at beginning of period ......... $178.218 $178,218 $178,084 $178,084

Payments, net of tax, under Alternate Stock
Option Plan of 1971 (Note 10) ...... (32) — — —

Excess of cash received over par value of
common stock issued upon exercise of
stock options (15,407 shares) ....... — — 134 —

Balance at end of period .............. $178,186 $178,218 $178,218 $178,084

•Includes FIFO adjustment relating to years prior to 1972.

See Notes to Financial Statements (numeric references) and Notes to
Consolidated Statement of Earnings (Loss) (alphabetic references).
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATENfENT OF CHANGES IN FINANCIAL POSITION
($ in Thousands)

SOURCES OF FUNDS

Yelr Ended

S*pttmb«r 30. 1975 1974 1973 1 9 7 2 ( A )

Z;.-ning5 (\z:z) from continuing operations ...... $(2,430) $ 15,927 $ 15,378 $ 9,062
Continuing operations not (providing) or requiring

funds:
Income taxes — not payable due to expropria-

tion loss (Cerro de Pasco) .............. 2,643 26,503 — —
Realty (earnings) losses not included in con-

solidated funds (including write-off of good-
will of $8,040 in 1975) ................ 24,658 13,606 (11,884) (5,609)

Investment reserves ..................... 250 290 8,205 —
Depreciation, depletion and amortization ..... 9,305 8,444 6,535 4,990
Deferredincometaxes.net ................ — (10,273) 385 9,776
Minority interest, equity and dividends, net ... 651 71 1 330 _ 1.644

Total funds from continuing operations . . 35.077 55.208 18.949 19,863
Earnings from discontinued operations .......... — — 33,783 10,626
Discontinued operations not (providing) or requir-

ing funds:
Equity in unconsolidated subsidiaries, net of

dividends ........................... — — (1,556) (2,373)
Loss from Stereo Tape Club .............. — — — 4,583

Total funds from discontinued operations — — 32.227 12,836

Extraordinary items ......................... — — (45,550) (1,924)
Extraordinary items not (providing) or requiring

funds:
Book value of investment in Cerro de Pasco

Corp., net of tax ..................... — — 64,897 —
Loss on write-off of Stereo Tape Club ....... — — — 6,082
Investment reserves ..................... — — — 1 ,650
Equity in Atlantic Cement extraordinary item — — — (1,245)

Total funds from extraordinary items . . . . — — 19,347 4,563
Funds from other sources:

Collection of receivable from U.S. Government — 10,000 — —
Reduction of long-term portion of notes due from

Chile ................................. 9,965 10,423 — —
Book value portion of proceeds on sale of Atlantic

Cement ............................... _ _ 36,374 —
Return of capital dividends from Atlantic Cement — — — 5,500
Long-term borrowing ...................... 400 40,692 23,262 10,256
Sale of property, plant and equipment ......... 3,581 1,105 1,157 1,634
Reduction of investment in Cerro de Pasco ..... — — — 2,635
Other, net ............................... 2.731 (1,630) (1 .421) 2.905

Total funds from other sources ........ 16,677 60,590 59,372 22,930
Total sources of funds ............... $51.754 $115,798 $129,895 $60.192

See Notes to Financial Statements (numeric references) and Notes to Consolidated Statement
of Earnings (Loss) (alphabetic references).
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION
($ In Thousand!)

USES OF FUNDS

Nine Moo thf
Ended

September 30, 1975

Acquisitions of companies (excluding net
current assets):

Property plant and equipment
Long-term debt assumed or incurred
Other, net (principally goodwill, mi-

nority interest and operating rights
in 1975, 1974 and 1972, respec-
tively)

Purchase of Tamarac Utilities Inc. net non-
current assets from Leadership Hous-
ing, Inc.

Investment in real estate operations, net . .
Purchase of property, plant and equipment
Purchase of treasury stock
Cash dividends
Reduction of long-term debt

Total funds used
Increase (decrease) in working capital . .

INCREASE (DECS

Cash and marketable securities
Receivable from Peruvian Government . .
Accounts receivable, less allowances
Inventories
Deferred income taxes
Prepaid expenses

Notes payable to banks . . . . . .
Long-term debt due within one year . . . .
Accounts payable .
Income taxes
Accrued liabilities

Net increase (decrease) in working
capital

(UojiudUed)

$ 14,721
(8,326)

3,428
9,823

13,630
4,159

17,536

7,120
10,724
62,992

$(11,238)

Year Ended December 31,
1974

$ 48,668
(19,418)

(3,992)
25,258

15,437
17,455

561
8,315

37,800
104,826

$ 10,972

1973

$ —

4,864
9,077
8,296
6,186

18,240
46,663

$ 83,232

LEASE) IN WORKING CAPITAL

$(87.581) $ 88,953 $ 50,120

— (30,415) 30,415
(2,154) 2,798 3,015
10,128 23,095 10,548

— — (10,990)
1,356 709 29

(78,251)
(4,800)
7,640

60,670

3,503
67,013

$(11,238)

See Notes to Financial Statements (numeric

85,140

(9,587)
(49,553)

(15,028)
(74,168)

$ 10,972

references) and

83,137

12,754
(17,507)

8,707
(3,859)

95

$ 83,232

Notes to

I 9 7 2 I A I

$ 9,717
(3,918)

15,219
21,018

25,814
4,515

5.078
16,456
72,881

$(12,689)

$(18,292)

13,181
3,231
8,400

(3,071)
3,449

(7,224)
(3,844)

(473)
(4,597)

(16,138)

$(12,689)
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS

(Information with reaped to September 30, 1975 ind September 30, 1974 If unaudited)

1. Summary of Accounting Policies

Accounting principles followed by Cerro and its operating units are generally consistent wi th the i r
respective industry practices. Significant accounting policies are as follows:

Principles of Consolidation; Investments

The consolidated financial statements include the accounts of all significant domestic subsidiaries;
material intercompany transactions have been eliminated.

Operating results of foreign subsidiaries, in the years in which such subsidiaries are included in
the Consolidated Statement of Earnings (Loss), are translated to U.S. dollars at average exchange"
rates in effect during the respective years, except for depreciation and depletion which are translated
at the rates in effect when the underlying assets were acquired.

The investment in Southern Peru Copper Corporation, a 22Vi%-owned affiliate, is carried at cost,
as are all other investments; income from these affiliates is recognized only upon receipt of dividends.
The cost method is used because all significant affiliates are domiciled outside the United States in
countries with histories of political instability and significant foreign exchange restrictions.

Inventories

Inventories are recorded at the lower of cost or market with cost computed on a First-In, First-Out
(FIFO) basis.

Properly, Plant and Equipment

Property, plant and equipment are recorded at cost. Gain or loss on retirement is included in
earnings. Maintenance and repairs are expensed: renewals and betterments are capitalized. Deprecia-
tion of plant and equipment is based on the estimated service lives of the assets using primarily the
straight-l ine method. Depletion of mining properties is charged based on units of production.

Income Taxes

Deferred taxes are provided to account for the differences for accounting and tax purposes in the
recognition of certain income and expense items. Principally these consist of the excess of accelerated
tax depreciation over book depreciation, the use of the installment sales method for tax purposes wi th
respect to certain real estate transactions which are recorded on the accrual basis for financial reporting
purposes, and expenses and income recognized in different years for tax purposes than for accounting
purposes.

The investment tax credit is accounted for as a reduction of the current provision for U.S. income
taxes.

See Note E to the Consolidated Statement of Earnings (Loss) for the Company's accounting policy
with respect to future tar benefits.

Intangibles

Operating rights, franchises and permits obtained through the purchase of ICX Industries. Inc.
and the excess of cost of investments over the fair value of assets acquired in purchase transactions (good-
wi l l ) are being amortized on a straight-line basis over 40 years. Operating rights acquired prior to
October 31, 1970 ($3,400,000) are not being amortized since, in the opinion of management, there
has been no diminution in their value.

F-9
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

TO FINANCIAL STATEMENTS— (Conttnoed)

Exploration, Research and Product Development

Exploration expenses incurred in the search for new mining properties and research and develop-
ment expenses (or new or existing products are charged to earnings as incurred. Development costs of
bringing new mineral properties into production are capitalized and amortized over the anticipated life
of the ore reserve when production begins.

Pensions

Cerro has several pension plans covering most of its employees. Pension costs, actuarially deter-
mined and funded as accrued, include, as to certain of the plans, amortization of prior service costs over
periods not exceeding 30 years.

2. Business Combinations

See Note H to the Consolidated Statement of Earnings (Loss) contained elsewhere herein.

3. Restricted Deposits

In December 1974, Cerro entered into copper sales agreements under which it received approxi-
mately $65,000,000 in advance. Of that amount $50,000,000 was placed in time deposits. In addition,
Cerro had deposited approximately $54,000,000 in nonnegotiable certificates of deposit with a financial
ins t i tu t ion. The $104,000,000 of deposits, which matured in March 1975, are shown in Cerro's Decem-
ber 31, 1974 balance sheet as restricted. Cerro's accounts payable at December 31, 1974 include obliga-
tions to customers amounting to approximately $65,000,000 for copper which was delivered in March
1975.

At September 30, 1975, Cerro bad restricted time deposits of $1,500,000 including $1,000,000
pledged in connection with a loan to Northwest Iron Co., Lid. (see Note 4).

4. Investments

Cerro investments, at cost, are summarized below.
September 30, December 31,

Equity % 1975 1974
<$laTboca«ad»)

Southern Peru Copper Corporation ............. 22V4 513,375 $13,375
Northwest Iron Co., Ltd ...................... 24 1,950 1,950
Peruvian affiliates ........................... — 5,553 5,709
Mining and manufacturing ventures (principally

foreign) ................................ — 4,784 5,408
Reserve for investments ...................... — (10,239) (10,145)

$15,423 $16,297

Southern Peru Copper Corporation

Cerro^s 2214% equity interest in Southern Peru's book value was $69,129,000 and $68,566,000 as
of December 31, 1974 and September 30, 1975 which exceed its investment by $55,754,000 and
$55,191,000, respectively. Despite the fact that Cerro owns 22'/4 % of Southern Peru, Cerro recognizes
earnings only to the extent dividends are received. If the equity method had been used, Cerro's
earnings from continuing operations would have been increased by $1.05 a share in 1974 and decreased
by S.07 a share in the nine months ended September 30, 1975

LS 001034
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS— (Continued)

Southern Peru's net income (loss) for 1974 and the first nine months of 1975 was $40,480,000 and
$(2,533,000). However, no dividends were paid to shareholders. In the last half of 1972, dividends
were suspended as Southern Peru used its earnings to aid in financing the development of the Cuajone
Mine.

Pursuant to Peruvian law the mining community, made up of Southern Peru's employees, may
eventually receive 50% of the ownership in Southern Peru. As the interest of the mining community
increases, Cerro's interest wil l decline proportionately.

Northwest Iron Co., Ltd.

Cerro's interest in a Tasmanian iron ore joint venture is held through its 24% ownership of North-
west. Cerro and another owner of Northwest have agreed to advance sufficient funds to maintain working
capital, as defined, at $500,000 unti l certain outstanding indebtedness aggregating $18,800,000 at
September 30. 1975 is repaid; such repayment is scheduled for 1983. Under this arrangement, Cerro
is obligated to advance one-third of the funds necessary to maintain working capital at this level. Cerro
was not required to advance funds to Northwest for this purpose in 1974.

In July. 1975, Cerro pledged $1,000,000 principal amount of marketable debt instruments owned
by it to a lending institution as partial security for an interim loan in the amount of $3,000,000 made
to Northwest. On November 7, 1975, in connection with permanent financing arrangements and upon
an increase in the loan to $6,000,000, Cerro increased the principal amount of pledged securities to
$2,000,000.

In the event that Cerro and the principal owner would find it desirable to have the entire amount of
indebtedness repaid rather than contribute to working capital, Cerro would be contingently liable for
$6,300,000 based on the amount of indebtedness outstanding at September 30, 1975. There can be no
assurance that the principal owner would concur in such judgment and agree to repay that portion of
the indebtedness relating to its share of the obligation.

Cerro's 24% share of the reported profits (losses) of Northwest for the periods indicated is as
follows:

For the six months ended September 30:

1975 $(153,000)

1974 215,000 *

For the fiscal year ended March 31:

1975 462,000 •

1974 471,000 •

1973 506,000 •

* Including Cerro's proportionate share of extraordinary credits from utilization of tax loss carryforwards
in the amounts of $202,000, $223,000, $237,000 and $102,000 for the fiscal years ended March 31,
1975, 1974 and 1973 and the six months ended September 30, 1974, respectively.

Cerro has never received dividends from this affiliate and, in 1973 and 1974, fu l ly reserved, exclusive
of any contingent liability resulting from the agreement discussed above, the amount of its investment in
Northwest.
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS— (Conttnatd)

5. Inventories

Inventories (excluding real estate inventories) entering into the determination of net earnings were
as follows:

September 30, • December 31,

1975 1974 1974 1973 1972 1971

($ la Thousand*)

Refined metals and ores $36,930 $ 8,541 $ 7,836 $ 8.798 $ 7,258 $ 6,211

Manufacturing finished goods,
work in process and raw ma-
terials 60,995 94,565 80,221 57.039 48,260 46,288

Operating supplies 2,972 2.658 2,712 1,837 1,608 1.396
$100,897 $105,764 $90,769 $67,674 $57,126 $53,895

6. Notes Due from Chile

In 1971, the former Government of Chile expropriated Compania Minera Andina, S.A. (Andina),
a Chilean corporation 70% owned by Cerro. Andina is the owner and operator of the Rio Blanco copper
mine in which Cerro had invested $35,674,000 in the form of equity, notes and accrued interest.

On March 12, 1974, Cerro Corporation signed a compensation agreement with the Government of
Chile for $41,300,000 consisting of $2,700,000 of cash and $38,600,000 in seventeen year, 9.165%
Series A and B Notes, which are exempt from Chilean taxes and guaranteed by the Central Bank of
Chile. The notes and related interest are payable semi-annually. An amount of $500,000 was also
received representing payment for commissions earned on shipments made by a Cerro subsidiary on
behalf of Andina. The difference of $5,600,000 between the principal settlement of $41,300,000 and
Cerro's book value at December 31, 1973 of approximately $35,700,000 represents primarily interest
earned since the date of expropriation on loans made by Cerro to Andina in 1966 and 1968. This
interest had not been reflected in prior years earnings of Cerro as there was no reasonable assurance at
that time of collection. This interest wiU be reflected in earnings as and when the last $5,600,000 in
collections on the notes is received.

In addition, an agreement was entered into on July 14, 1974 between Cerro and the Overseas
Private Investment Corporation (OPIC), an agency of the U.S. government, whereby OP1C guarantees
in the event of default by the Chilean government, the payment of a portion of the total face amounts
of each of the Series B Notes. The amounts guaranteed under this provision of the agreement at Decem-
ber 31, 1974 and September 30, 1975 were approximately $11,000,000 and $8,900,000, respectively.

Cerro and the Government of Chile have an arrangement covering the purchase and resale of certain
copper-bearing materials produced in Chile which cannot be processed there and which are outside
normal Chilean production and exports. The proceeds from the resale of these materials are to be applied
to prepayment of the notes, in inverse order of maturi ty. The proceeds from the resale of these
materials has resulted in the prepayment of a substantial portion of the notes prior to their scheduled
maturi ty . During 1974, Cerro received approximately $2,900,000 in principal prepayments and
$900,000 of pr incipal in September 1974 in accordance wi ih the normal payment terms of the agreement.
Through September 30, 1975 Cerro has fu r the r reduced the balances due on the notes by prepayment
applications of $7,700,000 and regular payments of $2,900,000.
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS—(Continued)

7. Property, Plant and Equipment

Non-realty property, plant and equipment are summarized below:
September 30, December 31,

1975 1974

($ tn Thousands)
Land and buildings $ 44,025 $ 40,841
Machinery and equipment 104,892 84,474
Mining properties 33,729 31,966
Revenue equipment 21,365 21,194
Utility plant 12,021 —
Construction in progress 9.339 3,728

225,371 182,203
Less: accumulated depreciation and depletion 74,348 62,591

$151.023 $119,612

Depreciable lives of non-realty property, plant and equipment are:
Years

Buildings 10-40
Machinery and equipment 4-25
Revenue equipment 5-7
Utility plant 40

8. Accrued Liabilities

Consist of the following:
September 30, December 31,

1975 1974

($ In Thousands)
Payroll $ 7,214 $ 7,729
Income taxes 4,967 14,515
Interest 1,939 1,597
Pensions 4,519 4,848
Other 16,400 9.853

$35,039 $38.542
9. Long-Terra Debt

The following table gives the detail on Cerro's long-term debt (other than real estate debt):
Interest September 30, Dec. 31,

Rate Dae 1975 1974
($ In Thousands)

Promissory notes to institutions ( a ) . . 6%% 1975-1987 $24,000 $26,000
Promissory notes to an institution (b) 6% 1975-19S1 10,500 10,500
Promissory notes to corporations(c) 9Vi% 1977-1987 35,000 35,000
Promissory notes to individuals(d). . 5% 1976-1980 8,326 —
Promissory notes to banks(e) 110% Prime 1977 — 8,000
1st mortgage note payable(f) 10% 1975-1990 2,652 2 ,712
Subordinated debentures(g) 7% 1990 3,365 3,570
Subordinated promissory notes to an

individual(h) 12% 1975-1984 8,330 11,468
Other(i) 5-15% 1975-1990 9.669 14.230

101,842 111,480
Less current portion 7,039 14,679

$ 94,803 $ 96,801

(a) Payable in annual installments of $2,000,000.
(b) Payable in annual installments of $1,500,000.
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO FINANCIAL STATEMENTS— (Continued)

(c) Payable in annual installments of $3,500,000 and secured by mining properties.
(d) Represents the balances due on (he fixed purchase prices for the acquisitions of GM&W and

Delia ($5.155,000) and Stott ($3,171,000) as discounted to an effective rate of 9%. The bal-
ances are to be paid as cash is generated from operations, with payments estimated to be made
annua l ly in equal amounts.

(e) Repaid on January 24, 1975. Accordingly the $8,000,000 has been reflected as a current
payable at December 31, 1974.

(f) Secured by buildings and payable in monthly installments of $28,975 including interest.
(g) Redeemable at Company's option at prices ranging from 104.5% in 1975 to 100% in 1984;

annual sinking fund payments of $325,000 are required beginning in 1976 with the option to
make additional annual payments of $325,000 beginning in 1975 (such payments may be
reduced by the principal amount of debentures acquired by the Company; as a result all of
the 1976 and 1977 installments and all but $184,000 of the 1978 installment have been
satisfied at September 30, 1975); debentures are convertible into common stock of Cerro's
subsidiary (Golconda Corporation) at a conversion price of $10.67 per share (subject to anti-
di lut ion provisions). These debentures were discounted to an effective interest rate of 10%
upon acquisition of Golconda Corporation.

(h) Payable in annual installments of $1,207,000. On August 1, 1975, $1,931,000 of debt maturing
in 1982-84 was paid,

(i) Other long-term debt includes payables by ICX at December 31, 1974 and September 30, 1975
of 510,288,000 and $6,096,000 respectively, of which $7,092,000 and $4,416,000 was secured
by revenue equipment.

In the third quarter of 1975, a subsidiary entered into short-term lines of credit with two banks
in the amounts of $5,000,000 each. Borrowings under the lines bear interest in one case at the bank's
prime rate and in the other at '/z of 1% above the bank's prime rate. The subsidiary is expected to
main ta in average compensating balances, which may be withdrawn without restriction, of 10% of the
amounts borrowed. Under one line, an additional compensating balance of 10% of the maximum
a v a i l a b l e is necessary. Since the loans were negotiated, the maximum amounts borrowed totaled
S7,000,000 with average borrowings of $5,100,000. Interest rates during the period averaged 8%.

Cerro had available unused bank lines of credit total ing $59,000,000 at December 31, 1974. Under
the terms of these arrangements, Cerro maintained compensating balances of 10% of the commitment
plus 10% of any borrowings. Cerro also maintained in 1974 a compensating balance of approximately
$6,500,000 in connection with financing arrangements of its real estate operations, see Note 6 (a ) to
Note 15. These arrangements were terminated in 1975.

The various note agreements impose certain restrictions on Cerro, including the payment of cash
dividends and reacquisition of capital stock. Approximately $35,900,000 at September 30, 1975 and
528,700,000 at December 31, 1974 of retained earnings was not restricted.

Payments of long-term debt during the three months ending December 31, 1975 and the next five
calendar years are as follows:

Three months ending December 31, 1975 $ 1,868,000
1976 7,060,000
1977 11,385,000
1978 11,333,000
1979 10,094,000
1980 9,003,000
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Renta l s due under various long-term leases for certain office space, equipment and freight terminals
for periods af ter 1975 are as follows:

1976 $2,972,000
1977 2,371,000
1978 2,019,000
1979 1,693,000
1980 1,338,000
1981-1985 4,343,000
1986-1990 1,836,000
1991-1995 283,000

Sublease rentals are insignificant. Non-capitalized financing leases are immaterial.

10. Stock Options

At September 30, 1975 Cerro had two stock option plans in effect covering officers and key employees.
The 1970 Plan is qualified and discontinued as to additional grants whereas the 1971 Plan (Alternate
Stock Option Plan) is nonqualified. The 1964 Plan expired on November 21, 1974. The terms of options
under the two current plans generally are five years from the date of grant.

Optionees are not entitled to exercise both the stock options under the 1970 Plan and the stock
options under the 1971 Plan. In addition, since March 14, 1973, holders of the options under the 1971
Plan are not entitled to exercise such options but receive the equivalent in cash of the difference between
the option price and fai r market vaJue at time of surrender of the option. No more than 50% of the
shares covered by any option can be issued to any optionee in payment for such appreciation, with the
balance payable in cash. At December 31, 1974 and September 30, 1975, 422,856 shares of common
stock were reserved for issuance under the 1970 and 1971 Plans.

On March 15, 1974, the 1971 Plan was amended to provide that the option price per share of each
option outstanding on May 14, 1974 and of each option granted thereafter, would be reduced by an
amount equal to the aggregate cash dividends declared and paid on each share of common stock during
the period beginning with the later of (a) May 14, 1974 or (b) the date of grant of the option and
ending on the date the option is presented for exercise, subject to the limitation that in no event will the
option price per share be reduced to less than 50% of the original option price per share or the then par
value of each share, whichever is higher. The 1971 Plan is to remain in effect until terminated by the
Board, but no options may be granted after February 23, 1980. On May 13, 1975 the Board of Directors
directed that no shares of common stock will be issued in payment of the appreciated value of any option,
but such appreciated value will be paid exclusively in cash.

The Board of Directors has the power to cancel all or any part of any outstanding option under
the 1971 Plan in the event it determines that the ul t imate federal income tax consequences or the
financial accounting effects of the exercise of options under the plan would not be in the best interests
of Cerro.

The option price under both Plans is 100% of the fair market value of the stock on the date of
grant. In 1974, options were granted to purchase 34,750 shares under the Plans. No options were
granted in 1975. In 1974 and 1975, options to purchase 317,712 and 31,919 shares expired, respectively.
Options for 51,555 shares were cancelled in 1975. Details of other transactions for the years 1972, 1973
and 1974 and the nine months ended September 30, 1975 are as follows:
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No. of
Stiara (a)

Option Price Market Value

Per Shared) Amount Per Shared) Amount

Became Exercisable In:
1972

1961, 1964, 1970
Plans 30,968 $12.02 to $23.58 $ 528,000 $12.94 to $16.44(c) $ 441,000

1971 Plan 34,013
1973

1961, 1964, 1970
Plans 41,978

1971 Plan 66,851
1974

1970 Plan 46,944
1971 Plan 88,360

1975
1970 Plan 17,142
1971 Plan 38,485

Exercised in:
1972

1961, 1964, 1970
Plans None

1971 Plan None
1973

1961, 1964, 1970
Plans
(Granted 1963)

1971 Plan None
1974

1964, 1970 Plans . . None
1971 Plan 59,345

(Granted in 1971,
1972, 1973 &
1974)

1975
1970 Plan None
1971 Plan 13,879

12.94 to 17.25 545,000 12.94 to 16.44(c) 509,000

12.94 to 25.24
12.94 to 17.25

12.94 to 25.24
12.56 to 18.13

709,000 13.50to 16.19(c) 629,000
1,062,000 13.50 to 16.19(c) 1,027,000

13.19 to
11.41 to

17.25
17.03

364,000 11.62 to 18.94(c)
1,369,000 11.62 to 18.94(c)

279,000 10.88to I6.94(c)
559,000 10.88 to 16.94(c)

None
None

15,407 $12.02 to $12.03

None

None
12.69to 17.25

None
12.41 to 15.85

Outstanding at:
December 31, 1974

1970 Plan 106,975 $13.19 to $18.15
(Granted in 1970,
1971, 1972 &
1973)

1971 Plan 226,048
(Granted in 1971,
1972, 1973 &
1974)

September 30, 1975
1970 Plan 72,790

12.01 to 17.33(e)

1971 Plan 162,880

13.19 to 18.15

11.11 to 16.43(e)

F-16

None
None

$ 185,000

None

None
None

$13.94(d)

None

None None
921,000(0 17.00 to

18.94(d)

None
197,000(0

None
14.19to
17.19(d)

771,000
1,422,000

230,000
520,000

None
None

$ 215,000

None

None
1,078,000

None
213,000

$1,793,000 $13.19 to $1,793,000

3,385,000

1,175,000

2,240,000

(See

12. 56 to 3,558,000
18.13(b)

13.19to 1,175,000
18.15(b)
12.56 to 2,591,000
18.13(b)

footnotes on /allowing page.)
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(a) Adjusted for stock dividends and a stock split.
(b) At dates of grant.
(c) At dates options became exercisable.
(d) At dates exercised.
(e) Adjusted for cash dividends declared and paid subsequent to May 14, 1974.
(f) Optionees received in cash $157,000 and $16,000 for the year 1974 and the nine months ended

September 30, 1975 representing ihc excess of market value at date of exercise over the option price.
Shares available for f u t u r e options under the 1971 Plan at December 31, 1974 and September 30, 1975
were 196,808 and 259,976 shares respectively.

11. Shareholders' Equity

On September 7, 1973, Cerro made a tender offer to purchase up to 500,000 shares of its common
stock at $15.00 per share. A total of 419,029 shares, or 84% of the original offer, which expired
October 15, 1973, was tendered. Cerro repurchased on the open market in 1974 and 1973, 36,600
and 112,400 of its shares, respectively. The shares purchased are being held as treasury stock. No shares
have been reacquired in the nine months ended September 30, 1975.

Authorized preferred stock of 1,000,000 shares, without par value is unissued.
Reappraisal surplus ($52,959,000), which arose on the revaluation of Cerro's Peruvian mining

properties in 1943 and 1951, has been transferred to retained earnings in 1973 to offset the charges to
retained earnings for depletion and amortization of appraised values and the write-off of Peruvian
assets.

12. Pensions

Cerro is in the process of estimating the impact of the Pension Reform Act of 1974 on net income
for 1976, when the new law becomes fully effective, and the possibilities of increased funding require-
ments, administration expenses and unfunded vested benefits. Management believes that additional
pension expense and funding requirements expected to result from any required amendments to the
company's plans should not be material in relation to present expense for these plans. The unfunded
vested benefits are expected to increase, but the amount of such increase will not be determinablc u n t i l
management decides how present vesting provisions may have to be amended to conform with the new
law and regulations thereunder.

The actuarially computed value of vested benefits for certain plans as of December 31, 1974, the
most recent date of available information, exceeded the respective pension funds assets and related
balance sheet accruals by approximately $8,000,000. At that date unfunded past service costs totalled
approximately $20,000,000.

13. Litigation

In April and May 1975, several lawsuits were commenced against various defendants including
Cerro. A class action alleges (1) that certain transactions between Cerro and a former officer of Cerro
were entered into solely to permit Marmon and Marmon's parent company and its principal stockholders
to obtain control of Cerro and (2) that efforts were made by certain of the defendants to depress the
market value of Cerro's common stock in order to effectuate a merger between Cerro and Marmon on
terms unfavorable to the Cerro stockholders, other than Marmon, in violation of the anti-fraud pro-
visions of the federal securities laws and in violation of their fiduciary duties to Cerro. The relief sought
includes compensation for damages sustained by the class as a result of the matters alleged in the com-
pla in t and an injunction for a period of at least five years against the voting of shares of Cerro common
stock owned by Marmon. No relief is sought f rom Cerro. A series of shareholders' derivative actions,
alleges, among other things, that there occurred in connection with a 1974 agreement between Cerro
and a former officer of Cerro, violations of the an t i - f raud provisions of the federal securities law and
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breaches of the defendants' fiduciary duties to Cerro pursuant to an alleged plan among the defendants
to permi t Marmon and the principal stockholders of Marmon's parent company to acquire control of
Cerro. These complaints demand that the defendants account for any profits realized by them and
any losses and damages sustained by Cerro as a result of the matters alleged therein.

One additional suit, in which Cerro, certain of its present and former directors, and Cerro's independ-
ent jccountants are defendants, alleges that Cerro's financial reporting practices for 1972-74 had not
nccurately reflected the difficulties of certain subsidiaries, including Leadership Housing, Inc. and Cerro
de Pasco Corporation, Cerro's former Peruvian mining subsidiary. In the opinion of counsel for Cerro
the u l t ima te outcome of this action will not have a materially adverse effect on Cerro.

See the discussion of lawsuits under "Management of Cerro—Change of Management—Litigation—

Other Litigation" on p. 71.

14. Real Estate Operations

Cerro's real estate operations are conducted through Leadership Housing, Inc. ("Leadership"), a
wholly owned subsidiary. Leadership's operations have resulted in losses for the year 1974 and the
first nine months of 1975, as shown in the condensed Statement of Operations (Note 15).

During 1974 and the first quarter of 1975, Cerro provided Leadership with a total of approximately
519.9 million in the form of advances and made an additional capital investment in Leadership of $2.5
million. In addition, during 1974 Cerro deposited $6.5 million with Leadership's principal lenders in
connection with a compensating balance requirement of Leadership under its revolving credit-term loan
agreement ( the "Loan Agreement") pursuant to which Leadership borrowed $42,500,000 during 1973
and 1974. Such deposits were not available to satisfy any liabilities of Leadership. Leadership's lenders
have (i) waived, as of December 31, 1974 all defaults under the Loan Agreement and (ii) modified
those covenants with which Leadership has not been able to comply in such a manner as to cause
Leadership to be in compliance during the first quarter of 1975. Leadership still required additional
funds for working capital purposes.

As of March 27, 1975 negotiations were in process lo arrange the necessary additional financing
under the Loan Agreement but a definitive arrangement had not been reached. If adequate financing
arrangements were not made it was the intention of Cerro's management at that time not to provide
f u r t h e r financial support to Leadership except to the extent required by existing legally binding commit-
ments. At that time the only material legally binding commitment of Cerro in respect of Leadership
was in connection with surety bonds aggregating $39.4 mill ion guaranteeing Leadership's performance
under certain construction contracts. It was anticipated that Leadership, without additional financing,
would not have been able to survive as an on-going business in which event Cerro's maximum exposure
would have been the loss of its entire investment in Leadership which at March 27, 1975 was approxi-
mately $65 million plus the cost of performance, if any, under the surety bonds. As of March 27, 1975,
the opinion of Cerro's independent accountants, Price Waterhouse & Co., on the consolidated financial
statements of Cerro for the year ended December 31, 1974 was qualified subject to the effect, if any, on
the financial statements of the ultimate resolution of the uncertainty with respect to Leadership arranging
jui table f inancing.

On April 7, 1975, letters of in tent were received from Leadership's principal lenders agreeing in
principle to a financing plan (see Note 6 to Note 15 hereof for a description of the Amended and
Restated Loan Agreement entered into on June 18, 1975 and dated as of April 1, 1975). At that time
u was the opinion of Cerro's management that such financing plan would provide adequate support ;o
Leadership for the foreseeable fu tu re and, on April 7, 1975 Cerro indicated its intention in any event to
Mjnpnr t the operations of Leadership at least during 1975. Based upon such letters of intent and
Cerro's agreement to support Leadership during 1975, Price Waterhouse & Co. removed the above noted
qualification in its report with respect to Cerro's 1974 financial statements.
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On August 13, 1975, Cerro management stated its intention to reduce substantially the activities
of Leadership through an orderly l iquidat ion of its inventories designed to minimize losses. In addit ion,
a l though Cerro financially supported the operations of Leadership during 1975, no decision has been
reached as to how long Cerro wil l continue its support if Leadership's current operating losses continue
and the new financing plan noted above does not provide adequate support during the orderly l iquidat ion
period, or the principal lenders withdraw the i r support. See Note D of Cerro's Notes to Consolidated
Statement of Earnings (Loss) for f u r t h e r informat ion inc lud ing current uncertainties as to the realization
of Leadership's inventories.

Events of Default exist under certain of the covenants in the Amended and Restated Loan Agreement
of Leadership (see Note 6 to Note 15—Condensed Real Estate Financial Statements). However,
Leadership has been notified by a letter dated J a n u a r y 20, 1976 from the agent bank that an agreement
has been reached in principle, which has been approved in principle by several of the Participating Banks,
to effect certain modifications in the provisions of the Loan Agreement which would have the result of
e l imina t ing all such existing Events of Defaul t . Such agreement in principle is subject to receipt by the
agent bank of sa t is factory documentation and to iis r c i c i v i i i g formal approval of such documentation from
the Part icipat ing Banks. So long as the Loan Agreement is not so amended, such Events of Default
may continue to exist and upon notification from the principal lenders, the debt covered thereby would
become due and payable.
15. Condensed Real Estate Financial Statements

Presented below are the condensed financial s ta tements of the real estate operations ("Leadership
Housing, Inc."), together wi th related footnotes. In t e r company transactions, including interest charges,
have been el iminated from these financial statements. See Note D to the Consolidated Statement of
Earnings (Loss) of Cerro Corporation lor subsequent events which create uncertainties, including
uncertaint ies as to the estimated net realizable value of real estate inventories.

LEADERSHIP HOUSING, INC.
STATEMENT OF OPERATIONS

(S In Thousands)
Nine Months

Ended September 30,
1975 1974

Year Ended
December 31,

1974 1973

S;iles:
Single iami ly housing
Mul ' . i - fami ly housing
Land sales
Other

(Unaudited)

$ 20,321 $ 63,921
— 2,952

670

Other revenue inc lud ing interest income of $4.656,
54,980, $6,751 and $5,685, and equi ty in jo in t
ven tu r e income (loss) of $(395) and $2,134,
52,214 and $4,252, respectively

Cost of Sales
Writedowns of inventories and other charges

(Note 1):
Single family housing
Land

Selling and administrat ive expenses
Wri te-ofT of goodwill
I n t e r e s i cost accrued (Note 8)
Less interest cap i t a l i zed
Income (loss) before income taxes

2,919
2,431
2,048

23,910 71,352

3,653 7,261
27,563 78.613
25,941 67,917

700
3.800

30.441
(2,878)
7.849
8,040

11,400
(5.509)

$(14.658) !

1,700
1,200

70.817
7,796
9,264

12.008
(6.376)

5 (7.100)

F-19

$ 81,098 $ 84,611
8,968 32,712
2.942 30,071
2.998 12.555

96,006 159,949

9.055 10.465
105.061 170.414
92,767 139,495

1,700
3.600

^98.067 139.495
30.919
13,789

6.994
12,740

16,321
(8.461)

5(13.606) $ 11.884

11.208
(5.962)
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LEADERSHIP HOUSING, INC.

BALANCE SHEET
(SinTboosudf)

ASSETS

September 30, Do;:..'
1975 1974

(Unaudited)

Cash (Note 6) $ 1,746 $ 4,688

Notes and other receivables (Notes 2 & 6) 38,175 46,885

Inventories (Notes 3, 6, D & K) 125,958 118,262

Investments in joint ventures (Notes 4 & 6) 10,921 11,278

Property, plant and equipment, net (Notes 5 & 6) 3,990 17,951

Goodwill, less amortization of $687 (Note D) — 8,262

Other assets 3,444 4,801

$184,234 $212,127

LIABILITIES AND SHAREHOLDER'S EQUITY AND ADVANCES

Notes payable (Note 6 and D) $116,626 $115,682

Accounts payable 3,240 9,062

Accrued liabilities 6,057 6,786

Customer deposits 5,647 6,219

Rent guarantee reserves 2,673 2,757

Estimated cost to complete property sold 373 479

Deposits on property subject to repurchase (Note 7) 7,236 7,236

Deferred income 3,378 4,403

145,230 152,624

Shareholder's equity and advances (Note 6) 39,004 59,503

$184,234 $212.127

Numerical note references are to rtie Notes to the Condensed Financial Statements of Real Estate
Operations; alphabetical note references are to the Consolidated Statement of Earnings (Loss) of
Cerro Corporation and Consolidated Subsidiaries.
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NOTES TO CONDENSED FINANCIAL STATElVfENTS OF
REAL ESTATE OPERATIONS (LEADERSHIP HOUSING, INC.)

(Information with respect to September 30, 1975 uid September 30, 1974 Is tmiodlled)

Note 1—Summary of Accounting Policies:

The major accounting principles and methods used by Leadership are described below.

Recognition of Revenue

Sales of single family houses and condominiums are recorded when escrow closes and title has passed
to the buyer, at which time cash has been received for substantially the ful l sales price. At that t ime,
land costs, allocated site development costs, specific construction costs, related capitalized interest anil
real estate taxes are relieved from inventory and charged to cost of sales along with a provision for sales
commissions and estimated miscellaneous warranty costs. Customer down payments and payments of
specified amounts at certain stages of construction prior to closing are recorded as customer deposits.

Sales of recreational facilities and developed and undeveloped land are recorded at the time escrow
closes and the Company has received the required cash down payment and all other conditions necessary
for profit recognition have been satisfied.

Revenues and profits on sales of land which the Company is required to develop are recognized
over the development period in the ratio of costs incurred to estimated total costs at completion providing
future costs can be reasonably quantified.

Sales of land whereby the Company intends or is obligated to repurchase such property are treated
as financing arrangements and are not recorded as sales. Costs of land and improvements applicable to
such sales are included in inventory and cash received from the buyer is recorded as deposits on property
subject to repurchase. Notes receivable on such transactions have not been recorded in the balance
sheet. Interest received on such unrecorded notes is recorded as additional deposits on property subject
to repurchase.

Multi-family projects are generally sold to investors subject to physical construction and minimum
cash flow guarantees. Where minimum cash flow guarantees exist, a sale is not recorded unt i l the project
achieves a cash flow sufficient to provide for all operating expenses and guarantee requirements. Once
this level of operation is achieved, profits are recognized in the ratio of costs incurred to date to estimated
total costs at completion over the period of performance including the guarantee period. Costs include
anticipated operating expenses of the property during the guarantee period. Anticipated gross rental
income during the guarantee period is reduced by an appropriate margin and is recorded as additional
rent guarantee reserve. Costs of land and improvements on mult i-family projects which have not satisfied
all conditions for income recognition are included in inventory, amounts of investors' payments are
reflected as deposits and the related notes receivable secured by all-inclusive trust deeds are not recorded
on the balance sheet. Certain profits from projects sold in years prior to 1972 which have continuing
seller involvement or cash flow guarantees over extended periods up to 30 years have been deferred
and included as additional rent guarantee reserve in the accompanying balance sheet.

Inventories

Inventories are carried at cost or estimated net realizable value whichever is lower. The estimated
net realizable value of inventories is evaluated based on disposition of inventories in the normal course
of business under existing and anticipated market conditions. The evaluation takes into consideration
the current status of the property, various restrictions, carrying costs, debt service requirements, and any
other circumstances which may affect net realizable value including management plans for the property.
Due to the large acreage of certain land holdings, disposition in the normal course of business may
extend over a number of years. The Company has announced a plan whereby it intends to reduce total
assets, of which inventories are the significant portion, to approximately one-half of the December 31,
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1974 amount, as more fully explained in Note D to the Consolidated Statement of Earnings (Loss). To
the extent this reduction results in the disposition of inventories other than in the normal course of business
and during a period in which adverse market conditions prevail, the estimated net realizable value may
be adversely affected by an undeterminable amount. Land is carried at average cost plus interest and
real estate taxes. Site development is at average cost and construction is afspecifk cost. Single and
mult i - family inventory consists of land, land improvements, construction costs and other capitalizable
costs inc luding interest and real estate taxes for projects currently under development. Land and improve-
ments applicable to single family construction and multi-family projects are transferred to such inventory
captions when construction commences.

Consistent with the above method of valuing inventories, the Company has provided for reduc-
tions of inventories to their estimated net realizable values where appropriate.

Property, Plant and Equipment

Property, plant and equipment is carried at cost and is depreciated by the straight-line method over
the estimated useful lives of the assets. Costs of additions and major improvements are capitalized and
expenditures for maintenance and repairs are expensed. When property or equipment is retired or sold,
any profit or loss on the transaction is recognized currently.

The estimated useful lives of property, plant and equipment are indicated below:

Buildings and structures 25
Utility system 40
Leasehold improvements Term of Lease
Machinery and equipment 4
Furniture and fixtures 6

Goodwill

The excess of the price paid by Cerro over the book value of Leadership was allocated 50% to land
and 50% to goodwill. The amount included in land is charged to cost of sales when land is sold and
amounted to $1,040,000 in 1974, $601,000 in 1973 and $108,000 and $823,000 for the nine months
ended September 30, 1975 and 1974, respectively. Goodwill amortization was over forty years com-
mencing in 1972 and amounted to $443,000 in 1974, $139,000 in 1973 and $222,000 and $333,000
for the nine months ended September 30, 1975 and 1974, respectively.

The unamortized balance of goodwill of $8,040,000 at June 30, 1975 was charged to operations at
that date after the determination that there was no continuing benefit. See Note D to Consolidated
Statement of Earnings (Loss).

Deferred Income

Deferred income consists of interest, which is amortized into income over a specified term; deferred
profit, which is amortized into income over the construction and guarantee period of multi-family
projects; and deferred profit on a sale of land recorded on the installment method.

Income Taxes

The real estate operations are included in Cerro's consolidated tax return. See Note E to Consoli-
dated Statement of Earnings (Loss) and Note 1 to Financial Statements for additional information.
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Note 2—Receivables:
September 30, Dec. 31,

Notes and other receivables consist of the following: 197S 1974

(S In Thousand!)
Notes:

First trust deeds $ 18,163 $ 18,807

Secured by all-inclusive trust deeds, net 9,378 9,351

Second trust deeds 5,808 13,153

$ 33,349 $ 41.311

Other receivables (including $1,456 and $1,687 due from Pritzker

Trusts*) less allowance for uncollectibility of $489 and $833

respectively $ 4,826 $ 5,574

$ 38,175 $ 46,885

• The beneficiaries of the Pritzker Trust are members of the Pritzker family, including Mr. J. A. Pritzker
(Chairman of the Board of Directors of Cerro) and Mr. R. A. Pritzker (President of Cerro).

First trust deed notes receivable arise from the sale of land and recreational facilities which mature
within 10 years for land and 30 years for recreational facilities. Such receivables are secured by the
related land and recreational facilities.

Notes receivable secured by all-inclusive trust deeds less underlying trust deed notes payable are
due in annual instalments of up to 30 years.

Second trust deeds arise primarily from the sales of single family residences and certain sales of
land. Receivables due from single family home sales, which are subordinated to first trust deeds held by
financial institutions, generally bear interest by their terms at 8% and are due in monthly instalments of
principal and interest for periods averaging nine years. The Company has imputed interest on these
receivables arising from single-family home sales to provide 12% effective interest yield.

Notes and other receivables mature by their terras in varying instalments of up to 30 years. At
December 31, 1974 and September 30, 1975, the net amount due within one year is $7,143,000 and
$5,418,000, respectively.

At December 31, 1974 and September 30, 1975, there are unrecorded notes receivable aggregating
$12,365,000 ($2,989,000 from Pritzker Trusts) and $16,515,000 ($2,989,000 from Pritzker~Trusts),
respectively, which resulted from sales treated as financing arrangements and sales of multi-famiJy projects
which have not satisfied all conditions for income recognition. The portion of these notes due within
one year aggregates $1,347,000 and $1,345,000, respectively. Certain unrecorded notes have been
pledged as collateral securing the Company's bank loans. jo nn 1/147
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Note 3—Inventories:

Inventories, substantially all of which are pledged, were comprised of the following:

September 30. Dec. 31,
*,.^ 1974

($ In Thousand])

Land and improvement costs $ 79,494 $ 67,494

Single family construction 29,453 40,291

Multi-family projects 13,209 6,675

Land subject to repurchase from Pritzker Trusts (Note 7) 3,802 3,802

$125,958 S118.262

Certain trust deeds plus unpaid accrued interest secured only by real estate are reclassified to
inventories when the note is in default, the Company has determined that payment will not be received,
and legal action to recover the property has been ins t i iu ted . Such notes are carried at the lower of the
note balance plus unpaid accrued interest or estimated net realizable value. There were no such notes
receivable in inventories at December 31, 1974 and $6,845,000 at September 30, 1975.

See Note D to the Consolidated Statement of Earnings (Loss) of Cerro Corporation for subsequent
events which create uncertainties, including uncertainties cs to the estimated net realizable value of real
estate inventories.

Note 4—Investments in Joint Ventures:

The investments in joint ventures consist of the following:
September 30, Dec. 31,

1975 1974
(jloTbotuandi)

Equity in net earnings $ 6,198 $ 6,466

Note receivable due in annual installments of principal
and interest through 1977 4,723 4,812

$ 10,921 $ 11,278

The accounting policies and principles followed by the joint ventures, insofar as they relate to revenue
and profit recognition, are the same as those followed by the Company.

The Company is a participant in two joint ventures with the Pritzker Trusts each of which provides
for participation in 50% of profits and losses. At December 31, 1974 and September 30, 1975 these two
ventures, which hold unimproved property, have not made any sales. In addition the Company is a
participant in another joint venture, which is developing and selling property, in which the Company
participates in 50% of profits only (not losses) for approximately 40% of the unsold property at Septem-
ber 30, 1975 being developed and 50% of profits and losses for the other 60% of the property. In all three
of these ventures, the Company has no obligation to make any capital contributions. However, to the
extent the other participants make such contributions, preference wiU be made as to ultimate distribu-
tions for such contributions as well as an interest factor thereon.
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONDENSED FINANCIAL STATEMENTS OF
REAL ESTATE OPERATIONS (LEADERSHIP HOUSING, INC.)

Note 5—Property, Plant and Equipment:

At December 31, 1974 and September 30, 1975 the major classifications of property, p lan t und
equipment (at cost) are as follows:

September 30, Dec. 31,
1975 1974

(S In Thousands)

Land and land improvements $ 995 $ 1,359
Buildings and structures 390 994
Utility system — 15,060
Machinery, equipment, etc 1,030 1,266
Golf course and related facilities 2.189 1,042

$ 4,604
Less accumulated depreciation 614

$ 3,990

Depreciation amounted to $514,000 and $552,000 for the years ended December 31, 1974 and
1973 and $320,000 and $383,000 for the nine months ended September 30, 1975 and 1974 respectively.

On June 18, 1975, and in connection with the banking arrangement made on that date as described
in Note 6, below, the utility system was sold to Cerro Corporation.

Note 6—Notes Payable:
September 30, Dec. 31,

1975 1974
($ In Thousand*)

Obligations to banks (a):
Notes payable—bank $ 44,375 $ 42,500

Other (b):
6% to prime plus 6% real estate mortgages payable

in installments through 2011 69,229 68,989
6-10% unsecured notes payable in installments

through 1982 3,022 4.193
$116.626 $115.682

(a) On October 4, 1973, as amended November 1, 1974, the Company entered into an agreement
with a group of banks providing for a one year line of credit aggregating $42,500,000, to become payable
in eight quarterly installments beginning January 1976 and to bear interest at the Bank's Alternate Base
Rate (a rate which approximates the prime rate) plus l ' /«% over such rate until October 1, 1975 and
I '/z % over such rate thereafter, payable quarterly. Based on an understanding with the banks the
Company agreed to maintain compensating balances equal to 10% of the aggregate commitment plus
10% of the principal amount borrowed. In 1974, Cerro deposited $6,500,000 with the banks on behalf
of Leadership. Cerro charged the Company interest for this amount at approximately 9%. The compen-
sating balance arrangements were terminated in 1975.

The credit line was secured by mortgage receivables and the utility system having a collateral
value equal to 125% of the aggregate commitment. The Company paid a commitment fee equal to
'/i of 1 % per annum on the average daily portion of the unused commitment.
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONDENSED FINANCIAL STATEMENTS OF

REAL ESTATE OPERATIONS (LEADERSHIP HOUSING. INC.)

On June 18, 1975, Leadership and certain of Leadership's subsidiaries collectively referred to as
ihe "Borrowers" entered into an Amended and Restated Loan Agreement dated as of April 1. 1975
(the "Restated Agreement") with First National City Bank (the "Bank") acting for itself and as
representative for others. The Restated Agreement amends and restates the Loan Agreement, dated
us of October 4, 1973, as arr.i.-.J .'. . . ':.J?, •.-.::':---.v.her things, for the making of additional
loans by the Bank (and Cerro) to the Borrowers from time to time in an aggregate amount not to
exceed $12,000,000. Such loans (both those existing as of June 18, 1975 and the additional loans
to be made pursuant to the Restated Agreement) are evidenced by two promissory notes. As ex-
plained below, the Bank's note is in the principal amount of $44,500,000 and Cerro's note is in the
principal amount of $10,000,000. Both notes have a maturity date of April 1, 1977, subject to
acceleration as provided in the Restated Agreement.

Of the $12,000,000 in additional loans, the participating banks will furnish $2,000,000 and
Cerro will furnish the other $10,000,000, in accordance with the procedures set forth below. The
Bank is not required to make advances in any quarter ia an aggregate amount in excess of 120%
of the Borrowers' projected cash-flow deficit for such quarter, as denned. Cerro may, however,
authorize additional advances in any quarter in excess of the 120% referred to above, but not more
than 140% of such projected quarterly cash-flow dcOcit. Any such advances in excess of 120%
of such projected quar ter ly cash-flow deficit shal l bi: provided solely by Cerro. Advances are to
be allocated 41.1765% to the Bank and 58.8235% to Cerro u n t i l the Bank has advanced
$2,000,000; thereafter, Cerro is to be allocated I009b of each advance unt i l it has advanced
$10.000,000.

In connection with the amendment of the loan agreement, on June 18, 1975, Ceiro purchased
the ut i l i ty system formerly operated by Leadership for an approximate aggregate purchase price of
515,750,000 of which $12,000,000 was paid in cash and the balance of $3,750,000 was paid by
issuance of a Cerro note, payable $93,750 quarter ly plus interest at the Bank's Alternate Base Rate
u n t i l October 1, 1980 when the final payment of $1,875,000 is due.

The restated agreement provides among other things for maintenance of minimum tangible net
worth and limitations on indebtedness, inventory, the purchase of real estate, the sale of certain assets
and investments in new properties or joint ventures. In addition, Leadership is required to main-
tain certain collateral coverage ratios and meet specified cash flow objectives (based on quarterly
project ions) which, if not met, could be deemed events of defau l t by the Bank. Events of Default
exist under certain of the covenants in the Restated Agreement of Leadership. However. Leadership
has been notified by a letter dated January 20, 1976 from the agent bank that an agreement has been
reached in principle, which has been approved in principle by several of the Participating Banks,
to effect cer ta in modifications in the provisions of the Loan Agreement which would have the result of
e l i m i n a i i n g nil such existing Events of Default . Such agreement in principle is subject to receipt
by the agent bank of satisfactory documentation and to its receiving formal approval of such docu-
menta t ion from the Participating Banks. So long as the Loan Agreement is not so amended,
such Events of Default may continue to exist and upon notification from the principal lenders,
the debt covered thereby would become due and payable.

The Bank's $44,500,000 note bears interest at the rate of I V* % above the Bank's Alter-
nate Base Rate, as defined above in this note. 2% of such interest is payable monthly in cash and
the difference between the 2% and the 1'/4 % over (he Bank's Al ternate Base Rate shall be accrued
u n t i l the total accrued interest equals $5.000,000, af ter which Leadership shall pay to the Bank in
cash the ful l I '/< % above the Bank's Alternate Base Rate. The balance of the accrued interest
shall be paid at maturity.

Borrowings from Cerro under the "Restated Agreement" will bear interest at the rate of 1V4 %
above the Bank's Alternate Base Rate, which interest shall be paid on the maturity dale of April 1,
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONDENSED FINANCIAL STATEMENTS OF
REAL ESTATE OPERATIONS (LEADERSHIP HOUSING. INC.)

1977. Generally, the loans under the Restated Agreement, the existing loans as well as the additional
loans, are secured by the assignment of notes, mortgages and deeds of trust; a pledge of the capital
stock of one of Leadership's wholly owned subsidiaries; the granting to the Bank of a first mortgage
on most of the Borrowers' unencumbered real estate; an agreement to assign notes and mortgages
squired attor the closing date; an agreement to grant first mortgages on real estate acquired after
the closing date; the assignment of Leadership's beneficial interest in two land trusts; an agreement
to assign its interest in a joint venture and its right to cash distributions from its other two joint
ventures (see Note 4 to Note 15); the assignment of the Excess Cash Proceeds, as defined, if any,
from nny fu tu re sale of Tamarac Uti l i t ies , Inc. by Cerro to thi rd parties; and the assignment to the
Bank of all of Leadership's rights to receive the proceeds from Cerro pursuant to the terms of a Tax
Allocation Agreement dated July 31, 1972, between Cerro and Behring Corporation (a predecessor
of Leadership). In addition, Leadership has assigned the $3,750,000 purchase money note issued
by Cerro in connection with the acquisition of the u t i l i t y system, with all principal prepayments
thereon to be applied to the Bank's note.
Cerro w;is required under the terms of the loan agreement to subordinate amounts owing to it from
Leadership (other than the $10 million to be advanced under the loan agreement and J5 million evi-
denced by two noics which arc pari p;\ssu to ihe lending banks' claims under the loan agreement)
to the claims of the lending banks. Such subordination covers past advances only.
No uilv;mccs WI.TC made by the Bunk or Cerro u n t i l the thi rd quarter of 1975. Any amounts advanced
by Cerro will be included in the real estate financial statements as increases in shareholder's equity
and advances in accordance with accounting principles applicable to transactions between a parent
and its subsidiary that are to be reflected in the financial statements of the subsidiary.

(b) The Company has additional notes payable secured by multi-family projects, which amounts
have been deducted from notes receivable secured by all-inclusive trust deeds on those projects. The
principal remedy in the event of default, under such notes, is recourse solely against the property
secured thereby through a trustee's sale under provisions of the trust deed. In relatively rare
instances, the statutory provisions allowing a deficiency judgment to be obtained through judicial
processes are utilized in lieu of the rights under the sale provision of the trust deed. Such judicial
processes arc rarely used by lenders inasmuch as they may take several years and are subject to a right
of redemption by the property owner following a judgment.

Notes payable mature in varying installments; however, acceleration of payments may be
required to release mortgaged property sold. At December 31, 1974 notes payable of $610,000
were due to the Pritzker Trusts. This balance was paid prior to June 30, 1975.

(c) The following is a debt repayment schedule for each of the twelve months ending September 30:

1976 . . $22,027,000 1979 $ 5,257,000
1977 . . 74,927,000 1980 . . 5,939,000
1978 2,441,000

Note 7—Commitments and Contingencies:

The Company is liable for obligations in the normal course of business for the completion of
contracts relating to construction of houses, purchases of land, improvements of property sold and
guarantees to purchasers of apartment projects. In addition, the Company is a defendant in lawsuits
arising in the normal course of business which in the opinion of management and counsel will not have a
material effect upon the Company. (See the discussion of lawsui ts under "Pending Legal Proceedings"
on p. 61 ). The Company is obligated for a n n u a l renta ls under long term leases which in the aggregate
are not material.
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

NOTES TO CONDENSED FINANCIAL STATEMENTS OF
REAL ESTATE OPERATIONS (LEADERSHIP HOUSING, INC.)

In connection with a sale of land in 1972 to the Pritzker Trusts (treated as a financing arrangement
for financial statements purposes) the Company is obligated to repurchase such land (see Note 3) over
a six-year period which began in 1973 at a repurchase price consisting of the Company's selling price,
the buyers' develops • " ' —;"-; costs 3nr! a premium. During 1973 and 1974, ihe Company
repurchased land zoned for 779 and 991 units for $1,849,000 and $2,848,000, respectively, which in-
cluded $592,000 and $753,000, respectively, representing a portion of the premium. The premium
remaining to be paid on land not yet repurchased aggregates approximately $2,850,000 at September 30,
1975. Deposits on property subject to repurchase, amounting to $7,236,000 at December 31, 1974 and
September 30, 1975 were made by the Pritzker Trusts in connection with the sale of land in 1972, which
were subject to an obligation by the Company to repurchase a portion of the property.

In connection with the two joint ventures with the Pritzker Trusts (Note 4), the Company was
contingently liable for approximately $21,000,000 of the notes payable by the joint ventures at December
31, 1974 and $20,000,000 at September 30, 1975. The Company, however, would have recourse to its
partners for 50% thereof.

Note 8— Interest Capitalization:

It has been the Company's historical practice to capitalize interest relating to obligations incurred
in connection with land, construction and land improvements. Management believes this policy results
in the most appropriate matching of costs and revenues. Had the Company followed the policy
of expensing all interest as incurred, income (loss) before income taxes would have been as follows:

Income (Loa)
Before locum*

Tma

($ la Thouundt)
Nine months ended September 30:

1975 $(29,563)
1974 (11,150)

Year ended December 31:
1974 (18,867)
1973 8,765

Interest applicable to other obligations including the revolving and term loan agreement has
been expensed as incurred.
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REPORT OF CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors
The Marmon Group, Inc. (Michigan)

We have examined the accompanying consolidated balance sheet of The Marmon Group, Inc.
(Michigan) at December 31, 1974, the consolidated statement of earnings for the five years then
ended, the consolidated statement of stockholder's equity for the three years then ended and the"
consolidated statement of changes in financial position for the four years then ended. Our examinations
were made in accordance with generally accepted auditing standards, and accordingly included such
tests of the accounting records and such other auditing procedures as we considered necessary in the
circumstances. With respect to the Company's investment in and equity in the net earnings of Ccrro
Corporation ("Cerro") (see Notes 5 and F), we have received the report of other independent accountants,
included elsewhere herein, on their examination of the consolidated financial statements of Cerro. Our
opinion expressed herein insofar as it relates to amounts included for Cerro, to the extent that they
were derived from financial statements of Cerro, is based solely on the report of the other independent
accountants.

The report of other independent accountants referred to above is qualified as to the effects of
such adjustments, if any, which might have been required had the uncertainties relating to Cerro's real
estate inventories and its asset "Future income tax benefit" existed and their outcome been known at the
date the financial statements originally were issued. Such uncertainties and the effect on Marmon's
consolidated financial statements, if any, of any adjustments of Cerro's consolidated financial statements
resulting from resolution of the uncertainties are discussed in Note 5. As set forth therein, any adjust-
ments of Cerro's consolidated financial statements relating to the uncertainty as to "Future income tax
benefit" will have no effect on Marmon's consolidated financial statements and the effects, if any, of
any adjustments of Cerro's consolidated financial statements resulting from the uncertainties relating
to Cerro's real estate inventories are not presently determinate.

In our opinion, based on our examinations and, in 1974, the report of other independent accountants
referred to in the first paragraph above, and subject to the effects of such adjustments, if any, to the 1974
consolidated financial statements, as might have been required had the uncertainties relating to Cerro's
real estate inventories referred to in the preceding paragraph existed and the outcome been known at the
date the consolidated financial statements originally were issued, the statements mentioned above present
fairly the consolidated financial position of The Marmon Group, Inc. (Michigan) at December 31, 1974,
the consolidated results of operations for the five years then ended and the consolidated changes in
financial position for the four years then ended, in conformity with generally accepted accounting prin-
ciples applied on a consistent basis during the periods.

ARTHUR YOUNG & COMPANY

Chicago, Illinois

May 16, 1975, except for the matters referred to
in the second paragraph above as to which the
date is August 13, 1975, the third and
fourth paragraphs of Note 9 as to which the
date is November 13, 1975, Note 10 as to which
the date is November 19, 1975 and the third
through fifth paragraphs of Note 5 as to which
the dates are August 13, 1975 and January 20,
1976.
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THE MARMON GROUP, INC. (MICHIGAN)

CONSOLIDATED BALANCE SHEET

(In (faooswidf of dollan)

ASSETS

September 30, Dec. 31,
1975 1974

Current assets: (Un.udi.ed)

Cash and commercial paper (Note 2) $ 7,501 $ 459

Receivables—primarily trade, less allowances of $1,445 in 1975 and
$1,087 in 1974 39,567 38,577

Inventories (Notes Ic and 3) 51,291 55,098

Refundable income taxes (Notes If and 4) 1,027 1,882

Deferred income taxes (Notes If and 4) 1,561 1,280

Prepaid expenses 642 1,508

Total current assets 101,589 98,804

Investment in Cerro Corporation (Notes Id and 5) 77,161 70,165

Other investments and assets (Note 6):

Long-term receivables 2,677 3,012

Property and equipment held for sale or lease, less accumulated
depreciation of $2,364 in 1975 and $2,408 in 1974 457 757

Cash restricted for construction 202 2,072

Other investments and advances (Note Id) 1,583 1,612

Other assets and deferred charges 501 538

Tola! other investments and assets 5,420 7,991

Property, plant and equipment (Note le):

Land and improvements 1,721 1,610

Buildings and improvements 19,668 17,983

Machinery and equipment 34,1 ig 31,012

Construction in progress 3,089 5,713

58,596 56,318

Less accumulated depreciation 22,764 20,294

Net property, plant and equipment 35,832 36,024

$220,002 $212,984

See accompanying notes.
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THE MARMON GROUP, INC (MICHIGAN)

CONSOLIDATED BALANCE SHEET

(In thousand! of doUm except per ihire amoonl)

LIABILITIES AND STOCKHOLDER'S EQUITY

September 30. Dee. 31,
1975 1974

Current liabilities: (Unaudited)

Notes payable to bank (Note 2) $ 11,000 $ 10,000

Current maturities of long-term debt and lease-purchase obligations . . . . 855 1,697

Accounts payable—primarily trade 15,339 24,762

Income taxes (Note 4) 1,670 2,311

Accrued liabilities (Note 2) 10,341 11,636

Total current liabilities 39,205 50,406

Long-term debt (Note 7) 69,035 69.015

Lease-purchase obligations (Note 7) 15,305 15,591

Other concurrent amounts 1,428 1,419

Commitments and contingent liabilities (Notes 4, 6, 7 and 9)

Stockholder's equity (Notes 1, 7, 9 and 10):

Common stock, SI par value; 1,000 shares authorized and issued 1 1

Other paid-in capital 12,027 11,962

Retained earnings 83,001 64,590

Total stockholder's equity 95,029 76,553

$220,002 $212,984

See accompanying notes.
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THE MARMON GROUP, ESC (MICHIGAN)

CONSOLIDATED STATEMENT OF STOCKHOLDER'S EQUITY

(In thousand! of dollan)

Far
ralM

of
common

ftock
loued

Additional
paid-in
capital

Retained
earning! Total

Balance at January 1, 1972 $ 1 $11,360 $31,007 $42,368

Contributed companies (Note B) 58 58

Benefits from tax loss carryforwards of contributed
companies (Note E) 204 204

Reorganization adjustment (Note 9) (50) (50)

Net income 6,439 6,439

Balance at December 31, 1972 1 11,622 37,396 49,019

Benefits from tax loss carryforwards of contributed
companies (Note E) 179 179

Reorganization adjustment (Note 9) (38) (38)

Net income 9,476 9,476

Balance at December 31, 1973 1 11,801 46,834 58,636

Benefits from tax loss carryforwards of contributed
companies (Note E) 161 161

Reorganization adjustment (Note 9) (2) (2)

Net income 17,758 17,758

Balance at December 31, 1974 1 11,962 64,590 76,553

Benefits from tax loss carryforwards of contributed
companies (Note E) (unaudited) 65 65

Net income (unaudited) 18,411 18,411

Balance at September 30, 1975 (unaudited) $ 1 $12,027 $83,001 $95,029

See accompanying notes.
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THE MARMON GROUP, INC (MICHIGAN)

. CONSOLIDATED STATEMENT OP CHANGES IN FTNAVn*! POSTTJON
(In tbouuadi of dollsn)

Sources of working capital:
Operations—

Net income
Charge] (credits) not involving working capital:

Depreciation
Equity in undistributed net earnings of C«rro

Corporation
Other—net

Total from operations

Issuance of long-term notes payable
Proceeds from lease-purchase obligation!
Disposition of property, plant and equipment
Decrease (increase) in caih restricted for construc-

tion—net
Decrease (increase) in long-term receivable!—net ..

Total working capital provided

Dispositions of working capital:
Investment in Cerro Corporation (Note 5)
Additions to property, plant and equipment
Reductions in long-term notes payable and lease-

purchase obligations
Reorganization adjustments (Note 9)
Other—net

Total working capital used

Increase (decrease) in working capital

Changes in elements of working capital:
Increase (decrease) in current assets—

Cash and temporary investments
Receivables—net
Inventories
Deferred and refundable income taxes
Prepaid expenses

• Decrease (increase) in current liabilities—
Notes payable and current maturities of long-term

notes and lease-purchase obligations
Accounts payable and accrued liabilities
Income taxes

Increase (decrease) in working capital
Working capital at beginning of period

Working capital (deficiency) at end of period

NUtMwrfta
Ex) Hi

ttfttmtta 3t.

ins «m
(UlMtfJM)

$18,411 $ 13,064

4,172

(6,996)
589

16.176

200

1,343

1.870
307

19,896

5,022

466

422

5,910

$13.986

$7,042
990

(3,807)
(574)

(866)

2,785

(158)
10.718

641

11.201

13,986
48.398

$62.384

2.921

(166)
14

15,833

946
5,575

132

(788)
30

21,728

67,846
13,538

1,440
1

580

83,405

($61,677)

$ (692)
9,567

12,084

2.925
(411)

23,473

(78,956)
(7,654)

1,460

(85,150)

(61.677)
41,965

$(19,712)

V

1*14

$17,758

4,165

(2,319)
262

19,866

68.961

5,575

366

1.433
126

96.327

67,846
19.639

1.858
2

549

89,894

$ 6,433

$ (799)
8,138
20,266

1,839
599

30,043

(10.872)

(13,951)
1,213

(23,610)

6,433
41.965

$48.398

ev Ended Dcctnbcr 31,
irrj

$ 9.476

3.278

(107)
12,647

4.265
417

(3.505)

(240)

13.584

5,479

826
38
574

6,917

$ 6,667

$ 977
7,969

3,887

(869)
314

12,278

2,541
(5,553)
(2,599)

(5.611)

6,667

35,298

$41,965

mi

$ 6,439

2.903

(24)
9.318

374

530

10.222

4,721

875
50
168

5.814

$ 4,408

$(2,006)

4,401
1.671
1,397
129

5.592

(2.316)
(1,010)
2,142

(1.184)

4,408
30,890

$35,298

mi

$ 5,789

2,405

(3161
7.878

1,731
2,200
126

(1,609)

10,326

5,510

1,019
4,480
149

11,158

$ (832)

$(4,167)

1.223
2.783

(625)
105

(681)

3.640

(1.525)
(2,266)

(151)

(832)
31,722

$30,890

See accompanying notes.
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THE MARMON GROUP, INC. (MICHIGAN)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Information pertaining to the nine month periods ended
September 30, 1974 ud September 30, 1975 1* unaudited)

(Alphabetical note reference* arc to notei to The Marmon Group, Inc. (Michigan)
consolidated statement of earnings included elsewhere herein)

1. Statement of accounting policies

The Marmon Group, Inc. (Michigan) ("Marmon") is a wholly owned subsidiary of GL Corpora-

tion ("GL").

(a) Consolidation policy—

The consolidated financial statements include the accounts of Marmon (see Note 9 as to a 1971
reorganization) and ail subsidiaries. All significant intercompany transactions, profits and balances
have been eliminated. Deferred credits from pre-1970 acquisitions are being amortized on the straight
line method over 10-year periods.

(b) Foreign curiency translations—

The accounts of the foreign subsidiaries (in the aggregate not material), principally Canadian and
British companies, are translated into U. S. dollars based generally on (1) current exchange rates for
current assets and liabilities, (2) historical exchange rates for noncurrent assets, liabilities and allowances,
and (3) average exchange rates during the year for revenues, cost and expenses (other than depreci-
ation), and income taxes. The resulting gains and losses, not material in amount, are included in net
income.

(c) Inventories—

Inventories are valued at the lower of cost or market . The cost of inventories comprising 82%
of consolidated inventories at December 31, 1974 and September 30, 1975 are determined under the
last-in, first-out ("LIFO") method. Cost of the remaining inventories represents current cost (standard,
average or first-in, first-out).

(d) Investments—

The investment in Cerro Corporation ("Cerro"), which was acquired in August 1974 and consists
of a 45.33% investment in Cerro's outstanding common stock, is accounted for on the equity method.
Marmon 's equ i ty in Cerro's net earnings is adjusted to reflect the effects of the difference between
Marmon's cost and its equity in the net assets of Cerro at the date of acquisition (Notes F and 5). Other
investments, including immaterial investments in other affiliated (20% to 50% owned) companies,
are carried at cost less allowances.

(e) Property, plant and equipment and property and equipment held for sale or lease—

Property, plant and equipment and property and equipment held for sale or lease are carried at
cost less accumulated depreciation. Depreciation is provided principally on accelerated methods over
estimated useful lives.
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THE MARMON GROUP, INC. (MICHIGAN)

NOTES TO CONSOLIDATED FlNANf"1 «•»• » TCMPNTS— (pwrtiniied)

Depreciation rates used during the three years and the nine months ended September 30, 1975,
were as follows:

Land improvements ............................................. 3% to 15%

Buildings and improvements* ..................................... 2% to 20%

Machinery and equipment ........................................ 10% to 25%

Automotive equipment ........................................... 20% to 50%

Property held for sale or lease ..................................... 10%

Equipment held for sale or lease ................................... 10% to 20%

* Leasehold improvements are depreciated over the lesser of the term of the lease or useful life
of the asset.

Expenditures for maintenance and ordinary repairs are charged to expense as incurred. Expendi-
tures of major amounts for renewals or betterments are capitalized.

Gains on property dispositions are included in income as realized and provisions are made for
possible losses when it is determined that losses may be incurred. Rental income from property leased is
reflected under the operating method.

(f) Income taxes—

Mannon and its domestic subsidiaries filed a consolidated federal income tax return for 1970 and
have been included in the consolidated federal income tax returns of GL subsequent to 1970 (Note 4).
Pursuant to a formal income tax sharing agreement with GL, federal income taxes of Mannon are deter-
mined, in general, as if Marmon and its domestic subsidiaries filed a separate consolidated federal income
tax return. Federal income taxes so determined are paid periodically to GL; amounts accrued but not
yet paid or payments in excess of amounts accrued are included as income taxes or refundable income
taxes in the consolidated balance sheet. Interest at 115% of a bank's prime rate is paid or received by
Marmon on differences between payments made and payments due.

Deferred income taxes are provided on nonpermanent differences between financial statement and
taxable income. Such differences relate principally to allowances for expenses and possible losses which
are currently not deductible for income tax purposes and the undistributed equity in the net earnings
of Cerro. Deferred income taxes on the undistributed equity in the net earnings of Cerro are determined
as if such equity was distributed as a dividend, giving recognition to the 85% dividends received exclusion.

Investment tax credits are included as reductions of income tax expense in the years in which the
credits arise (flow-through method).

(g) Pension, profit sharing and bonus expenses—

Pension expenses under Marmon's various pension plans, in general, are accrued in amounts equal
to normal costs of the various plans ( including interest on the unfunded actuarial liabilities) plus
amortization of prior service costs over periods of not more than 40 years. Amounts accrued are
generally contributed to the various pension trusts. Pension expense also includes amounts contributed
to various pension trusts based on hours worked by certain hourly paid employees under provisions of
collective bargaining agreements.
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Amounts, determined annually by the Board of Directors, are accrued for contributions to be made
to a profit sharing trust for the benefit of the employees of various participating divisions and subsidiaries.

Bonuses for various officers and employees are accrued in amounts approved by the President.

2. Cash and commercial paper, notes payable and accrued liabilities

At December 31, 1974, cash and commercial paper consist principally of amounts held by certain
foreign subsidiaries; checks outstanding ($989,000) in excess of cash balances are included in accounts
payable.

The notes payable to the bank are due three months from issue and bear interest at 10.75% to 12%
per annum (weighted average of 11.5%) at December 31, 1974 and 7.5% to 8.25% (weighted average
of 7 .7%) at September 30, 1975. Maximum short-term bank borrowings outstanding at any month end
were 580,000,000 in 1974 and $12,000,000 in the nine months ended September 30, 1975. The daily
average amount of short-term bank borrowings was $33,716,000 in 1974 and $11,842,000 in the nine
months ended September 30, 1975 at a daily weighted average interest rate of 12.2% in 1974 and 8.9%
in the nine months end:d September 30, 1975.

On December 30, 1974, Marmon entered into a credit agreement with two banks, whereby
$68,000,000 of previous short-term borrowings were refinanced into long-term borrowings (see Note 7).
Effective with the issuance of the long-term notes, Marmon's line of credit with one of the banks
participating in the long-term credit agreement was reduced from $80,500,000 to $12,500,000. This line
of credit (of which $2,500,000 was unused at December 31, 1974 and $1,500,000 at September 30,
1975) expired on July 1, 1975 (informally extended to April 30, 1976) and provides that interest will be
charged at Yi % above the prime rate charged by such bank (lO'/i % at December 31, 1974 and 8% at
September 30, 1975). Marmon, GL and certain other companies under common control maintain the
majority of their cash in this bank and the other bank participating in the credit agreement. Marmon and
these companies (Cerro is not included) have agreed informally to maintain compensating balances with
these banks equal to (1) 10% of the total current bank lines of credit (including current borrowings),
(2) 10% of certain long-term borrowings ($43,000,000 at December 31,1974 and September 30, 1975)
and (3) 20% of certain other long-term borrowings ($25,000,000 at December 31, 1974 and September
30, 1975). Due to the participation of other companies in the agreement, it is not possible to determine
the amount of Marmon's cash that is being used for such purposes.

Accrued liabilities at September 30, 1975 and December 31, 1974 consisted of:

1975 1»74

Salaries and wages $ 3,251,000 $ 3,284,000

Pension and profit sharing 2,222,000 2,292,000

Interest 1,323,000 1,697,000

Taxes, other than income ta*es 743,000 723,000
Olher 2,802,000 3,640,000

$10,341,000 $11,636,000
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3. Inventories

The last-in, first-out ("LIFO") cost of inventories valued under this method was approximately
$20.9 million at December 31, 1974 and $25.6 million at September 30, 1975 less than the approximate
current cost (determined principally on the basis of standard costs) of these inventories.

The classification of inventories at December 31, 1974 and September 30, 1975 by stage of produc-
tion is not readily available from Marmon's accounting records.

4. Income taxes

Refundable income taxes result from the excess of payments made to GL over the Company's
estimated federal income tax liabilities. Amounts accrued for estimated federal income tax liabilities
in certain prior years in excess of payments made to GL are included in income taxes in the consolidated
balance sheet.

No amounts have been reflected for possible future income tax reductions which may result from
utilization of operating loss carry-forwards of the foreign subsidiaries, which approximate $1,000,000 at
December 31, 1974 and September 30, 1975.

Marmon's federal income tax liabilities have been settled through 1970. Management believes that
adequate allowances have been established for all income tax liabilities relating to Marmon. GL has
reported consolidated taxable losses in each of the last several years prior to 1975. Marmon, as a
member of the GL consolidated federal income tax group, is contingently liable for federal income taxes
attributable to other members of the group.

5. Investment in Cerro Corporation

Effective August 1, 1974, Marmon acquired 3,586,297 common shares of Cerro, representing
45.33% of the outstanding common shares of Cerro at that date (unchanged at December 31, 1974 and
September 30, 1975), at a total cost of $67,846,000. Of the shares acquired, 813,100 shares were
acquired from GL at GL's cost of $14,031,000 and the remaining shares were acquired pursuant to a
cash tender offer. The shares acquired from GL were purchased by GL principally during the period
February-May 1974. The market value of the Cerro shares owned, using the closing price of the Cerro
common stock on the New York Stock Exchange on December 31, 1974 and September 30, 1975,
which does not purport to represent amounts which might be received if Marmon disposed of its invest-
ment, was approximately $42,100,000 at December 31, 1974 and $54,243,000 at September 30, 1975.

Marmon's carrying value of the Cerro investment at September 30, 1975 and December 31, 1974
consists of the following:

1975 1974

Cost $67,846,000 $67,846,000

Equity in net earnings of Cerro (Note F) 14,516,000 4,292,000

Cash dividends received (Note F) (5,201,000) (1,973,000)

$77,161,000 $70,165,000
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Reference should be made to the consolidated financial statements and notes thereto of Cerro Cor-
poration and Consolidated Subsidiaries included elsewhere herein. Note D to such financial statements,
captioned "Subsequent Events", reads ;is follows:

"On August 13, 1975, management stated its intention to reduce substantially ihe busi-
ness, operations and debt levels of Leadership Housing, Inc. ("Leadership"), a real estate subsidiary,
through an orderly liquidation of inventories designed to minimize losses. (See Note 15 of Notes
to Financial Statements for Condensed Real Estate Financial Statements.) It is expected that , af ter
t h i s reduction is completed, the total assets of Leadership would be less than half of its total
assets at December 31, 1974. As a result of the depressed condition of the real estate market exist-
ing in the United States generally, and in Florida in particular, an orderly liquidation of inventories
designed to preserve corporate assets is likely to take several years. Based upon the information
available, it is believed that this l iquidation wi l l take place while adverse market conditions prevail .

Because of the inventory liquidation program described above, it was determined that good-
will in the amount of $8,040,000, representing the unamortized excess of purchase price over the
net assets of Leadership, had no continuing benefit to the company, and it was therefore written
off as of June 30, 1975.

Cerro financially supported the operations of Leadership during 1975; however, no decision
has been reached as to how long Cerro will continue its support if Leadership's current operating
losses continue and the June 1975 financing plan (described in Note 6 to Note 15—Condensed
Real Estate Financial Statements) does not provide adequate support during the orderly liquidation
period described above, or the principal lenders withdraw their support. Cerro also has legally
binding commitments in connection with surety bonds ($36,200,000 at September 30, 1975)
guaranteeing Leadership's performance under certain construction contracts. A substantial amount
of work has been performed under such contracts, but it is not possible to predict the cost to Cerro,
if any, under the surety bonds.

The decision to reduce substantially the activities of Leadership creates uncertainties relating
to the t iming of and the amount ultimately to be realized from the orderly liquidation of the real
estate inventories ($125,958,000 at September 30, 1975). Further, because of the potential for losses
resulting from this liquidation, an uncertainty exists as to the realizable value of Cerro's asset,
'Future income tax benefit' ($35,654,000 at September 30, 1975). Since the amount of losses, if
any, to be incurred upon realization of these assets is uncertain, no provision for loss has been
made in the accompanying financial statements.

Events of Default exist under certain of the covenants in the Amended and Restated Loan
Agreement of Leadership (see Note 6 to Note 15—Condensed Real Estate Financial Statements).
However, Leadership has been notified by a letter dated January 20, 1976 from the agent bank
that an agreement has been reached in principle, which has been approved in principle by several
of the Participating Banks, to effect certain modifications in the provisions of the Loan Agreement
which would have the result of eliminating' all such existing Events of Default. Such agreement
in principle is subject to receipt by the agent bank of satisfactory documentation and to its receiving
formal approval of such documentation from the Participating Banks. So long as the Loan
Agreement is not so amended, such Events of Default may continue to exist and upon notification
from the principal lenders, the debt covered thereby would become due and payable."

Adjustments by Cerro, if any, to "Future income tax benefit" will have no effect on Marmon's
financial statements as no purchase cost, other than an amount equal to Marmon's interest in the benefit
realized in the five months ended December 31, 1974, was allocated to Marmon's proportionate interest
in such asset.

Adjustments by Cerro, if any, for real estate inventory losses and write-downs will not ad-
versely effect Marmon's financial statements unless Marmon's proportionate interest in such adjustments
exceeds the reserve for losses on real estate sales and write-downs established as described below. The
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effects on Marmon's consolidated financial statements, if any, of any adjustments of Cerro's consolidated
financial statements resulting from the uncertainties relating to Cerro's real estate inventories discussed
above are not presently determinable.

For equity accounting purposes, Marraon's proportionate share of Cerro's net assets at August 1.
1974 has been adjusted to reflect an allocation of Marmon's purchase cost of the Cerro stock. The effect"
of such allocation is to increase significantly the amount reflected by Marmon as its equity in the
net earnings of Cerro (Note F). Details of the allocation are summarized below.

Mormon's proportionate lolerut (45.33%)
In Cerro't Dtl asicts at August 1. 1974

Bull for
determining

Adhntment Mirmon'i equity
A* reported lo allocate In Cerro'f

by Cerro Mannon'i cort p«t earning!

Current assets
Current liabilities
Working capital
Realty assets less related liabilities(a)
Notes receivable .
Future income tax benefit
Investments . ...
Property and equipment— net . •
Operating rights

Long-term debt
Other
Net assets

(a) Realty assets less related liabilities:
Cash and receivables
Inventories
Other assets

Total assets
Notes payable
Other

Net realty assets

$125.7
(41.7)

84.0
26.8
12.0
18.8
7.8

35.2
6.9

191.5
(26.7)

(3.5)
$161.3

$ 22.8
53.9
20.4
97.1

(54.8)
(15.5)

$ 26.8

(In million)

$

(25.9)

(17.4)
(7.8)

(35.2)
(6.9)

(93.2)
1.2.

(1.5)
$(93.5)

$
(10.6)*
(16.4)
(27.0)

1.1
$(25.9)

$125.7
(41.7)

84.0
.9

12.0
1.4

98.3
(25.5)

(5.0)
$ 67.8

$ 22.8
43.3
4.0

70.1
(54.8)
(14.4)

$ .9

• The current value of Cerro's realty inventories was not determinable due to the depressed
conditions in the real estate markets in which Cerro operates. Therefore, no adjustment was made
to Marmon's equity in Cerro's carrying value of its realty inventories to state such inventories at current
vaiue. Rather, the balance of the total adjustment required to allocate Marmon's cost that remained
after all other adjustments shown above was established as a reserve for losses from realty inventory
write-downs and sales. This reserve will be increased by Marmon's equity in "Future income tax benefit"
as such is realized, and will be reduced by Marmon's equity in inventory write-downs and direct losses
incurred on realty sales (direct losses being determined before all selling and administrative expenses,
other than direct commissions on sales, and income taxes). Any balance remaining in the reserve
after the real estate market returns to normal conditions will be amortized to income over an appro-
priate period.
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6. Other investments and assets
Long-term receivables at September 30, 1975 and December 31, 1974 consist of the following:

1975 1974

Convertible note, due in 1988 $1,590,000 $1,613,000
Land sales contracts, less allowances of $456,000 in

1974 1,126,000
Other 1,087.000 273.000

$2.677,000 $3,012,000

Prior to 1974, the convertible note, which had a face value of $2,000,000, was carried at cost
($1,500,000) plus accumulated discount. In 1974, the issuer (1) replaced the previous note with a
new note having a face value of $1,200,000, (2) increased the interest rate from 5% to 11% and (3)
revised the conversion terms. As a result of this exchange, the difference ($419,000) between the pre-
vious carrying value and the $1,200,000 face value wilJ be charged to "interest income" over the remain-
ing life of the issue.

In 1974, land sales contracts, relating to receivables sold at face value to an affiliated company in
1971 and guaranteed by a subsidiary of Marmon, were purchased, for cash, at their face value of
$722,000. These receivables were sold in 1975 in connection with the disposition of the related business
(NoteB).

Other investments and advances consist principally of (1) investments in a 50% owned Australian
corporation and a 50% owned domestic corporation and (2) an approximate 15% interest in a pub-
licly owned Australian corporation. Marmon, under certain circumstances, may be obligated to
acquire the balance of the stock in the domestic corporation at book value (estimated at approximately
$700,000). The carrying value of the investments, after an allowance of $100,000 provided in a prior
year for possible loss, is not materially different than Marmon's equity in the unaudited net assets of
these companies.

7. Long-term borrowings, lease-purchase obligations and rental commitments

Long-term borrowings, less current amounts due, at September 30, 1975 and December 31, 1974
consist of the following:

Bank notes (Note 3): 1>7S 1974
At Vi % above bank's prime rate $40,000,000 $40,000,000
At 1 % above bank's prime rate 28,000,000 28,000,000

68,000,000 68,000,000
9% mortgage note, due to 1980 148,000
6% note, due to 1980 680,000 784,000
7% mortgage note, due to 1984 193,000 199,000
Other, 6% to 8% 14.000 32,000

$69,035.000 $69,015.000
The bank notes are payable in ten equal semiannual instalments, beginning on November 15, 1976,

of $4,000,000 and a final payment of $28,000,000 due November 15, 1981. In addition, Marmon is
required, beginning on April 1, 1977, to make aggregate annual prepayments of the principal balance
equal to the sum of (a) 50% of its consolidated net earnings after taxes in excess of $8,000,000 for the
previous calendar year and/or (b) 50% of the amount paid by Marmon to GL pursuant to their presently
existing tax sharing agreement (Note I f ) , provided, however, such required prepayment in any calendar
year will not exceed $6,000,000.

The credit agreements relating to the bank notes impose certain restrictions on Marmon including
limitations on (1) future borrowings, (2) additional investments, (3) property, plant and equipment
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dispositions, (4) distributions to its stockholders (dividends, stock purchases and other distributions,
other than payments pursuant to Marmon's tax sharing agreements, are restricted to $6,000,000 per
year), and (5) mergers with or into another enti ty, and require Marmon to maintain consolidated net
current assets as defined, and tangible net worth in excess of stated amounts.

Lease-purchase obligations, less current amounts due, at September 30, 1975 and December 31,
1974 are summarized as follows:

1975 1974

3.5% and 6%, due to 1980 .............................. $ 214,000 $ 245,000
4% to 6.8%, due to 1988 ............................... 4,496,000 4,546,000
5.25% to 9.5%, due to 1993 ............................ 5,285,000 5,305,000
5% to 7.5%, due to 1994 ............................... 5,310,000 5,495,000

$15,305,000 $15,591,000

Calendar year maturities with respect to long-term notes and lease-purchase obligations, exclusive
of any required prepayments of the bank notes as described above, are $4,961,000 in 1976, $8,982,000
in 1977, $9,014,000 in 1978, $9,042,000 in 1.979 and $9,041,000 in 1980.

Certain buildings, offices and equipment are leased. Maximum annual rental commitments, after
reduction for applicable sublease rentals of approximately $200,000 in 1975, $100,000 in each of
the years 1976 through 1980 and $36,000 in 1981, under noncancellable long-term leases are approxi-
mately $500,000 for each of the years 1975 and 1976, $400,000 for each of the years 1977 and 1978,
$300,000 for 1979, a total of $800,000 for the period 1980-1984, and nominal amounts for several
years thereafter. Noncapitalized financing leases are not material.

8. Retirement plans
Several retirement plans, including profit sharing plans for certain salaried and hourly paid

employees, are in effect. In addition, contributions based on hours worked are made under provisions
of collective bargaining agreements covering certain hourly paid employees.

At December 31, 1974, the latest date for which data is available, the actuarially determined
prior service pension costs were approximately $7,500,000 (including $4,200,000 relating to vested
benefits) greater than the market value of the assets of the related retirement funds plus amounts
accrued in the consolidated balance sheet.

The Employee Retirement Income Security Act of 1974 is not expected to increase significantly
the Company's pension expense, vested benefits, or contributions in future years.

9. Litigation

On November 2, 1971, a predecessor corporation, referred to as Old Marmon, was merged into
an inactive corporation (a wholly owned subsidiary of GL), now The Marmon Group, Inc. (Michigan).
In connection with the merger, all outstanding common stock of Old Marmon owned by stockholders
other than GL (approximately 9% of the outstanding stock) was called for redemption at $12 per
share (total of $4,480,000). The liabili ty ($170,000 at September 30, 1975 and December 31, 1974) as
to the unredeemed shares of Old Marmon is included in accrued liabilities in the consolidated balance
sheet. Differences ($2,000 in 1974, $38,000 in 1973 and $50,000 in 1972) between amounts paid on
redemption and the liability established therefore in 1971 have been charged to retained earnings.

A legal action, purporting to be a class action, against "The Marmon Group, Inc." and certain
former and present directors, was filed on October 27, 1972. This action requests (a) rescission of
the 1971 merger described above and of a 1970 merger; (b) an accounting to Marmon for profits
received by the defendants and for losses caused to Marmon by reason of the acts and wrongdoings
alleged; (c) if the mergers cannot be rescinded, an award to the plaintiffs of $10,220,000 or such sum
as the Court may find due; and (d) reimbursement of certain costs of ine plaintiff. Discovery in this
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action is close to completion. Counsel for Marmon is presently of the opinion that the action has
no merit and that Marraon has, in any event, substantial meritorious defenses. Counsel is of the
opinion that the probable outcome of the action will be favorable to Marmon and will have no material
impact on Mannon's consolidated financial statements.

A consolidated amended complaint, which encompasses five actions filed in April and M°" *Qi*
has been filed against several defendants, including Marrnon, and alleges a derivative claim for violations
of the federal securities laws, a common law derivative claim, a class action claim under the federal
securities laws and a common law class claim. The consolidated complaint alleges, among other
things, that (1) there was a failure by defendant GL to disclose that at the time of the tender for
effective control of Cerro, a merger was planned to give certain other defendants through GL, or
otherwise, lOO^o ownership of Cerro, (2) the employment agreement with a former officer of Cerro
(also named as defendant) was executed for the purposes of purchasing this individual's acquiescence
in GL's purchase of effective control of Cerro, (3) the market price of Cerro stock was depressed
through false earnings reports and (4) the failure to disclose all of the foregoing, among other things,
in the tender offer circulars and related documents were violations of certain sections of the Securities
Exchange Act of 1934 and also comprised a common law fraud. The relief sought includes, among
other things, that (1) (he defendants jointly and severally account to Cerro for amounts paid by Cerro
to the former officer under the employment agreement mentioned above, (2) Marmon and other
defendants be enjoined from voting Cerro common shares acquired in connection with the tender for
a period of at least five years and (3) the plaintiff and the class be awarded compensatory damages
"as have been sustained" in addition to plaintiffs costs, disbursements, fees, and such other relief
as the court might deem appropriate. Extensive discovery is presently ongoing. Counsel for Marmon
is presently of the opinion that the actions against Marmon have no merit and Marmon has, in any
event, substantial meritorious defenses. Counsel is of the opinion that the probable outcome of the
action will be favorable to Marmon and will ultimately have no material impact on the Marmon con-
solidated financial statements.

In September 1975 an action was commenced against several defendants, including Marmon,
alleging that the 1974 tender offer for and the acquisition of certain shares of Cerro by GL was attribu-
table to an alleged 1971 introduction, by the plaintiff, of a former officer of Cerro and a present director
of Marmon, GL and Cerro. The complaint seeks judgment against the defendants, including Marmon,
in the amount of $750,000. Discovery has commenced and answers have been filed on behalf of the
defendants denying the substantive allegations of the complaint. In the opinion of counsel for the
Company, the action is without merit and in any event the Company has substantial meritorious
defenses. Counsel is of the opinion that the probable outcome of the action will be favorable to the
Company and the case will ultimately have no material impact on the Marmon consolidated financial
statements.

In addition to the matters discussed above, certain lawsuits against Marmon are being contested.
Management believes that adequate allowances have been established for any liabilities which may result
from these latter actions.

10. Proposed business combination

Cerro and Marmon have announced a proposed transaction pursuant to which Marmon will become
a wholly owned subsidiary of Cerro-Marmon Corporation (which will be a subsidiary of GL). Pursuant
10 the proposed terms of the transaction, Mannon's stockholder's equity would be significantly reduced
as the net result of the cancellation of the Cerro common stock held by Marmon (Notes F and 5)
and a proposed capital contribution to Marmon by Cerro-Marmon of $25,000,000. Completion
of the proposed transaction is subject to various approvals and conditions. See discussion under
"The Business Combination" included elsewhere herein.
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EXHIBIT A

AGREEMENT AND PLAN OF MERGER, dated as of January 15, 1976, by and between
M rnwnr.oATiON, a Delaware corporation ("Cerro-Marmon"), and CERRO CORPORA-

TION, a New York corporation ("Cerro"), originally formed under the name CERRO DE PASCO COPPER
CORPORATION, said two corporations being hereinafter collectively referred to as the Constituent Corpora-
tions.

Simultaneously with the execution and delivery of this Agreement and Plan of Merger, Cerro-
Marmon, The Marmon Group, Inc. (Michigan), a Delaware corporation ("Marmon"), GL Corporation,'
a Delaware corporation ("GL") and Cerro are entering into an Exchange Agreement, dated as of January
15, 1976 (the "Exchange Agreement"), setting forth certain representations, warranties and covenants in
connection with the merger of Cerro into Cerro-Marmon pursuant to this Agreement and Plan of Merger
("the merger").

The authorized stock of Cerro consists of (a) 1,000,000 shares of Preferred Stock, without par
value, none of which is outstanding, and (b) 15,000,000 shares of Common Stock, par value S3.33VS
per share, of which at December 15, 1975, 7,911,267 shares were issued and outstanding and entitled
to one vote per share, 868,387 shares were held in the treasury of Cerro and 45,184 shares were
reserved for the exercise of stock options granted pursuant to stock option plans of Cerro. The number
of outstanding shares of Common Stock of Cerro is subject to change prior to the effective date of the
merger by reason of the issuance of shares upon the exercise of such stock options.

The authorized stock of Cerro-Marmon consists of (a) 10,000,000 shares of Preferred Stock, $1.00
par value per share, none of which is issued and outstanding and (b) 10,000,000 shares of Common Stock,
SI.00 par value per share, none of which is issued and outstanding; however, prior to the effective time of
the merger, the number of outstanding shares of Common Stock of Cerro-Marmon will be 5,000,000
shares by reason of the issuance to GL of 5,000,000 shares of Common Stock of Cerro-Mannon in
exchange for all of the outstanding capital stock of Marmon as provided in the Exchange Agreement.

The respective Boards of Directors of Cerro-Marmon and Cerro deem the transactions contemplated
herein and the Exchange Agreement desirable and in the best interests of their respective stockholders.
The respective Boards of Directors of Cerro-Marmon and Cerro have, by resolutions duly adopted,
approved and adopted this Agreement and Plan of Merger and the Exchange Agreement and directed that
they be submitted to a vote of the respective stockholders of said two corporations.

In consideration of the premises and the mutual covenants and agreements herein contained, and
for the purpose of prescribing the terms and conditions of the merger, the mode of carrying the same into
effect, the manner and basis of converting or exchanging the shares of each of the Constituent Corpora-
tions into or for shares of Cerro-Marmon (sometimes hereinafter referred to as "the Surviving Corpora-
tion"), and such other details and provisions as are deemed necessary or desirable, the parties hereto
have agreed and do hereby agree, subject to the terms and conditions hereinafter set forth, t& follows:

ARTICLE I

In accordance with the provisions of the General Corporation Law of the State of Delaware and the
Business Corporation Law of the State of New York, Cerro shall be merged with and into Cerro-Marmon,
which shall be, and is herein referred to as, the Surviving Corporation and the name of which shall
continue to be Cerro-Marmon Corporation.

ARTICLE II

Except as herein specifically set forth, the identity, existence, purposes, powers, objects, fran-
chises, privileges, rights and immunities of Cerro-Marmon shall continue unaffected and unimpaired
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by lie merger and the corporate franchises, existence and rights of Cerro shall be merged Into Cerro-
Marmon and Cerro-Marmon shall, as the Surviving Corporation, be fully vested therewith. The
separate existence and corporate organization of Cerro, except insofar as they may be continued
by statute, shall cease when the merger shall become effective.

This Agreement and Plan of Merger and the merger shall not become effective until, and shall become
effective at, the time of the close of business of Cerro-Marmon on the day in which the taking of
the following actions shall have been completed: (i) the certificate of merger required by Section 907
of the Business Corporation Law of the State of New York in connection with the merger shall have
been signed and verified on behalf of each of the Constituent Corporations and sucn cenincati'di' merger,
so signed and verified, with the consent to the merger of the New York State Tax Commission attached
thereto, shall have been filed by the Department of Slate of the State of New York and (ii) this Agreement
and Plan of Merger, shall have been adopted, certified, executed, acknowledged and filed in accordance
with the General Corporation Law of the Slate of Delaware. The time when this Agreement and Plan
of Merger and the merger shall become effective as aforesaid is herein called the effective time of the
merger.

ARTICLE 111

At the effective time of the merger the Certificate of Incorporation of Cerro-Marmon, the Surviving
Corporation, shall continue to be its Certificate of Incorporation until changed as provided by law.

ARTICLE IV

Each share of the Common Stock, par value $3.33/3 per share, of Cerro which snail be outstanding
immediately prior to the effective lime of the merger (except any shares of such Common Stock which
shall then be held in the treasury of Cerro and except any shares of Common Stock which shall be
held by Marmon) shall, by virtue of the merger and without any action on the part of the holder
thereof, be converted into and exchanged for one share of the $2.25 Cumulative Series A Preferred
Stock of Cerro-Marmon ("Series A Preferred Stock"). Each holder of any of such shares of the Com-
mon Stock of Cerro shah1, after me effective time of the merger, be entitled on the surrender by such
holder to Cerro-Marmon for cancellation of the certificate or certificates representing the share or shares
thereof held by such holder to receive in exchange therefor a certificate or certificates representing the
same number of shares of the Series A Preferred Stock of Cerro-Marmon. Until so surrendered, each
such outstanding certificate which immediately prior to the effective time of the merger represented shares
of the Common Stock of Cerro shall be deemed for all corporate purposes, subject to the provisions of
this Article IV, to evidence the ownership of the shares of the Series A Preferred Stock of Cerro-Marmon
for which such shares shall have been so exchanged. Unless and until any such certificate shall be so
surrendered, dividends payable to the holders of record of shares of the Series A Preferred Stock of
Cerro-Marmon shall not be paid to the holder of such certificate in respect of the shares of such Series A
Preferred Stock represented thereby, but in the case of each such certificate which shall be surrendered
as aforesaid there shall be paid to the record holder of the certificate for shares of the Series A Preferred
Stock of Cerro-Marmon issued in exchange therefor (a) the amount of the dividends which theretofore
shall have become payable with respect to the number of shares of the Series A Preferred Stock repre-
sented by the certificate issued in exchange upon such surrender, such amount to be paid on the surrender
of such certificate, but without interest, and (b) the amount of any dividend with respect to such number
of shares, the record date for the determination of the stockholders entitled to which shall be prior to the
surrender of such certificate but the payment date of which shall be subsequent to such surrender, such
amount to be paid on such payment date.
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At the effective time of the merger all shares of the Common Stock of Cerro that shall then be held
by Cerro in its treasury and all shares of the Common Stock of Cerro held by Marmon immediately
prior »o the effective time of the merger shall cease to exist and all certificates representing such shares
shall be canceled.

Each share of Common Stock, par value $1.00 per share, of Cerro-Marmon which shall be out-
standing at the effective time of the merger shall remain unchanged and unaffected by the merger and
shall continue as one share of Common Stock, par value $1.00 per share, of Cerro-Marmon, the Sur-
viving Corporation.

ARTICLE V

At the effective time of the merger all and singular the rights, privileges, powers and franchises, as
well of a public as of a private nature, and all the property, real, personal and mixed, of each of the
Constituent Corporations, and all debts due to either of them on whatever account, including subscrip-
tions to shares and all other things in action, or belonging to either of them, shall be taken and deemed
to be transferred to, and shall be vested in, the Surviving Corporation without further act or deed; and
all property, rights, privileges, powers and franchises and all and every other interest shall be thereafter
as effectually the property of the Surviving Corporation as they were of the Constituent Corporations, and
the title to any real estate, whether vested by deed or otherwise in either of the Constituent Corporations,
shall not revert or be in any way impaired by reason of the merger; but the Surviving Corporation shall
thenceforth be liable for all debts, liabilities, obligations, duties and penalties of each of the Constituent
Corporations, and all said debts, liabilities, obligations, duties and penalties shall thenceforth attach to
the Surviving Corporation and may be enforced against it to the same extent as if said debts, liabilities,
obligations, dudes and penalties had been incurred or contracted by it. No liability or obligation due
at the effective time of the merger, or then to become due, or any claim or demand for any cause then
existing against either of the Constituent Corporations, or any shareholder, officer or director thereof,
shall be released or impaired by the merger, and all rights of creditors and all liens upon property of
either of the Constituent Corporations shall be preserved unimpaired.

ARTICLE VI

Each option which has been granted under Cerro's Stock Option Plan of 1970 or Cerro's Alternate
Stock Option Plan of 1971, as amended, and which shall be in effect immediately prior to the effective
time of the merger shall continue in effect upon the merger becoming effective, subject to the provisions
of the Plan under which it was issued, except that such option shall, upon the merger becoming effective,
cover a number of shares of the Series A Preferred Stock of Cerro-Marmon equal to the number of
shares of the Common Stock of Cerro covered by such option immediately prior to the effective time
of the merger.

ARTICLE VII

Upon the effective time of the merger, the assets, liabilities, reserves and accounts of the Constituent
Corporations shall be entered on the books of the Surviving Corporation at the amounts at which they
shall then be carried on the respective books of the Constituent Corporations subject to such adjust-
ments, if any, as may be required to give effect to the merger, and, subject to such action as may be
taken by the Board of Directors of the Surviving Corporation in accordance with generally accepted
accounting principles.

ARTICLE VIE

From time to time, as and when requested by the Surviving Corporation, or by its successors or
assigns, Cerro shall execute and deliver or cause to be executed and delivered all such deeds and other
instruments, and shall take or cause to be taken all such further or other action, as the Surviving
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Corporation, or its successors or assigns, may deem necessary or desirable in order to vest in and con-
firm to the Surviving Corporation, and its successors and assigns, tide to and possession of all the
property, rights, privileges, powers and franchises referred to in Article V hereof and otherwise to
carry out the intent and purposes of this Agreement and Plan of Merger.

ARTICLE K

(a) Subject to the provisions of this Article IX, this Agreement and Plan of Merger shall be
submitted to the stockholders of Cerro, at a meeting of the S'IOCNUW.*....* ^ w«.»»u «) L^ ^^ yi'oinptJy,
and, if adopted by the vote of the stockholders of Cerro required by statute and by the Exchange
Agreement, shall be made effective as soon as practicable thereafter b the manner provided in
Article II hereof.

(b) Subject to the provisions of this Article IX, this Agreement and Plan of Merger shall be sub-
mitted to the stockholder of Cerro-Marmon and if adopted by such stockholder as required by law
shall be made effective as soon as practicable thereafter in the manner provided in Article II hereof.

(c) This Agreement and Plan of Merger may be terminated by action of the Board of Directors
of either of the Constituent Corporations at any time prior to the time (the "Filing Time") when the
certificate of merger referred to in Article II hereof shall be filed by the Department of State of the
State of New York or when this Agreement and Plan of Merger shall be filed with the Secretary of
State of the State of Delaware, whichever shall first occur, if

(1) the Exchange Agreement shall be abandoned b accordance with its terms; or

(2) the merger shall not have become effective by March 31, 1976, or by such later date
(not later than April 30, 1976) as shall have been approved by the Boards of Directors of both
the Constituent Corporations.

(d) This Agreement and Plan of Merger may be terminated at any tune prior to the Filing Time
by action of the Board of Directors of Cerro-Marmon, if

Cerro shall fail to comply in any material respect with any of its agreements contained
herein or in the Exchange Agreement, any of the representations or warranties of Cerro contained
in the Exchange Agreement shall be false in any material respect, or any condition for the benefit
of Cerro-Marmon, in the Exchange Agreement shall not have been satisfied.

(e) This Agreement and Plan of Merger may be termbated at any time prior to the Filing Time
by action of the Board of Directors of Cerro, if

Cerro-Marmon shall fail to comply in any material respect with any of its agreements con-
tained herein, or Cerro-Marmon, Marmon or GL shall fa i l to comply b any material respect with
any of their respective agreements contained in the Exchange Agreement, any of the representations
or warranties of Cerro-Marmon, Marmon or GL contained in the Exchange Agreement shall be
false in any material respect, or any condition, for the benefit of Cerro, b the Exchange Agreement
shall not have been satisfied.

(f) This Agreement and Plan of Merger may be terminated at any time prior to the Filing Time by
mutual consent of the Constituent Corporations, expressed by action of their respective Boards of
Directors.

ARTICLE X

For the convenience of the parties hereto and to facilitate the filing and recording of this Agree-
ment and Plan of Merger, any number of counterparts hereof may be executed, and each such counter-
part shall be deemed to be an original instrument.
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At any time prior to the Filing Time the parties hereto may, by written agreement, (a) extend the
time for the performance of any of the obligations or other acts of the parties hereto, (b) waive any
inaccuracies to the representations and warranties contained in this Agreement and Plan of Merger
or in the Exchange Agreement or in any document delivered pursuant to either such agreement, (c)
waive compliance with any of the covenants or agreements contained in this Agreement and Plan of
Merger or in the Exchange Agreement and (d) change any of the provisions hereof in such manner
as may be required in order to obtain the ruling of the Internal Revenue Service referred to in the
Exchange Agreement. Any agreement on the part of either party hereto for any such extension, -
waiver or change shall be vau'dly and sufficiently authorized for the purposes of this Agreement and
Plan of Merger if set forth in an instrument in writing signed on behalf of such party.

This Agreement and Plan of Merger shall be governed by and construed in accordance with the
laws of the State of Delaware except insofar as the internal law of the State of New York shall manda-
torily apply to the merger.

This Agreement and Plan of Merger cannot be altered or amended except pursuant to an instru-
ment in writing signed on behalf of the parties hereto.

IN WITNESS WHEREOF each of the Constituent Corporations has caused this Agreement and Plan
of Merger to be signed in its corporate name by its Chairman of the Board or President or one of its
Vice Presidents and its Secretary or one of its Assistant Secretaries and its corporate seal to be
affixed hereto, all as of the date first above written.

CERRO-MARMON CORPORATION ;:

By JAY A, PRJTZKER
Chairman of the Board

[CORPORATE SEAL]

By KENNETH D. ARCHER
Secretary

CERRO CORPORATION

By JAY A. PRITZKER
Chairman of the Board

[CORPORATE SEAL]

By KENNETH D. ARCHER
Secretary
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STATE OF NEW YORK
COUNTY OP NEW YORK

Be. IT REMEMBERED that on this 21st day of January, 1976, personally came before me
JAY A. PRITZKER and KENNETH D. ARCHER, the Chairman of the Board and Secretary, respectively,
of CERRO-MARMON CORPORATION, one of the corporations that is a party to the foregoing Agreement
and Plan of Merger, known by me personally to be such, and acknowledged that they signed said
Agreement and Plan of Merger, that said Agreement and Plan of Merger was the act, deed and agree-
ment of CERRO-MARMON CORPORATION and tha» •>• ' -H '^rnin in respect of CERRO-MARMON
CORPORATION are true.

GIVEN under my hand and seal of office the day and year aforesaid.

EILEEN M. WARD
EILEEN M. WARD

(NOTARIAL SEAL] Notary Public, State of New York
No. 31-4518764

Qualified in New York County
Commission Expires March 30. 1976

STATE OP NEW Yo«
COUNTY OP NEW YORK

Be IT R E M E M B E R E D that on this 21st day of January, 1976, personally came before me
JAY A. PRITZKER and KENNETH D. ARCHER, the Chairman of the Board and Secretary, respectively,
of CERRO CORPORATION, one of the corporations that is a party to the foregoing Agreement and Plan
of Merger, known by me personally to be such, and acknowledged that they signed said Agreement
and Plan of Merger, that said Agreement and Plan of Merger was the act, deed and agreement of
CERRO CORPORATION and that the facts stated therein in respect of CERRO CORPORATION are true.

GIVEN under my hand and seal of office the day and year aforesaid.

EILEEN M. WARD
EILEEN M. WARD

[NOTARIAL SEAL] Notary Public, State of New York
No. 31-4518764

Qualified in New York County
Commission Expires March 30, 1976
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EXHIBIT B

EXCHANGE AGREEMENT

THIS AGREEMENT, dated as of January 15, 1976, among GL CORPORATION, a Delaware corpora-
tion ("GL"), THE MARMON GROUP, INC., (Michigan), a Delaware corporation ("Marmon"), CERRO
CORPORATION, a New York corporation ("Cerro") and CERRO-MARMON CORPORATION, a Delaware
corporation ("Cerro-Marraon").

W I T N B S S E T H :

ARTICLE I

AGREEMENT TO EFFECT TRANSACTIONS AND OTHER MATTERS

SECTION 1.1. Subject to the terms and conditions of this Agreement and of the other agreements
referred to herein, the parties agree to complete the following transactions (collectively the "Trans-
actions" or singly the "Transaction") in as close a sequence as possible and as soon as practicable,
and agree that the first Transaction set forth in Section 1.1 (a) shall be completed prior to the completion
of the second Transaction set forth in Section l.l(b):

1.1 (a) Exchange of Slock. Cerro-Marmon will issue and deliver to GL 5,000,000 shares of
Cerro-Marmon Common Stock in exchange for all of the outstanding capital stock of Marmon,
as a result of which Marmon will become a wholly owned subsidiary of Cerro-Marmon.

1.1 (b) Merger o] Cerro Into Cerro-Marmon. Cerro will merge with and into Cerro-Marmon
pursuant to the Agreement and Plan of Merger (the "Merger Agreement") dated the date hereof
between Cerro and Cerro-Marmon at the date and time therein specified subject to the terms and
conditions of the Merger Agreement and this Agreement.

SECTION 1.2. Cerro-Marmon's Board of Directors will have adopted prior to completion of the
Transactions resolutions substantially in the form of Appendix 2 attached hereto, to be effective upon
the effectiveness of the merger of Cerro into Cerro-Marmon (the "merger"), and providing for a series
of Preferred Stock of Cerro-Marmon in accordance with Article Fourth of its Certificate of Incorporation,
as the same will have been amended prior to completion of the transactions in the form attached hereto
as Appendix 1, to be known as its $2.25 Cumulative Series A Preferred Stock (the "Series A Preferred
Stock") and will duly file and record a certified copy of such resolutions in accordance with the General
Corporation Law of the State of Delaware.

ARTICLE II

REPRESENTATIONS AND WARRANTIES

SECTION 2.1. Marmon and Cerro each represents and warrants to the other that (except as con-
templated or permitted by this Agreement) at the time of execution and delivery of this Agreement and
continuously until the completion of the Transactions:

2.1 (a) Organization, Good Standing and Qualification to do Business. It is and will be a
corporation validly organized, legally existing and in good standing under the laws of its state of
incorporation with full power and authority to own and lease its properties and to conduct its
business as it is being conducted, and is and will be legally qualified to transact business as a foreign
corporation in good standing in each other jurisdiction in which its properties are such as to require
that it be so qualified. Subject to the approval required of its stockholders it has and will have
full corporate power and authority to enter into and perform this Agreement and, in the case of
Cerro, the Merger Agreement and to carry out the Transactions to which it is a party.
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2.1 (b) Capital Stock. Its authorized, issued, outstanding and treasury shares as of September
30, 1975, were as follows:

Authorized Issued Outstanding Treasury

In the case of Marmon
Common Stock, $1.00 par value 1,000 1,000 1,000 None

In the case of Cerro
Common Stock, S3.33V6 par

value 15,000,000 8,779,654 7,911,267 868,387

Preferred Stock, no p<u .a.*,. »,./wu,c<GO " None None None

All of its outstanding shares are legally issued, fully paid and non-assessable and no personal
liability will attach to the holders thereof, except that in the case of Cerro the laws of the State of
New York impose personal liability on the ten largest shareholders, under certain circumstances
not now existing, for employees' wages under Section 630 of the Business Corporation Law of the
State of New York. As of September 30, 1975 there were no outstanding warrants, options or other
rights to acquire from it any of its shares except options outstanding pursuant to employee stock
option plans for not more than 45,184 shares of Common Stock in the case of Cerro.

2.1(c) Valid Existence of Subsidiaries. Each of its subsidiaries (which for the purposes of
this Agreement is defined as a corporation which owns property or conducts business and 50% or
more of the outstanding capital stock of which is owned, directly or indirectly, by i t ) , is and will
be a corporation validly organized, legally existing and in good standing under the laws of its
jurisdiction of incorporation with full power and authority to own and lease its properties and to
conduct its business as it is being conducted, and each of its domestic subsidiaries is and will be
legally qualified to transact business as a foreign corporation in good standing in each other jurisdic-
tion in which its properties are such as to require that it be so qualified.

2.1(d) Ownership oj Subsidiaries' Stock. Except with respect to certain real estate and coal
mining corporations, in the case of Cerro, all the issued and outstanding capital stock of each of
its subsidiaries owned by it directly or indirectly is owned free and clear of any liens, encumbrances,
claims or equities; all of the outstanding capital stock of each of its subsidiaries is legally issued,
fully paid and non-assessable (except for any applicable constitutional or statutory liability for wage
or similar claims); and except in the case of Cerro's subsidiary, 1CX Industries, Inc., there are no
outstanding warrants, options or other rights to acquire from it or such subsidiary any of the shares
of any subsidiary.

2.1(e) Financial Statements. Its historical financial statements, including the consolidated
statement of earnings (loss) for the five years and nine months ended September 30, 1975, and the
consolidated balance sheets as of December 31, 1974 and September 30, 1975, and the related
notes to all of said financial statements which will be contained in Cerro's definitive proxy state-
ment, which will form a part of Cerro-Marmon's Registration Statement on Form S-14 (on the
effective date thereof), regarding the Transactions (the "Proxy Statement") will present fairly the
consolidated financial position of it and its consolidated subsidiaries and the consolidated results of
their operations as of and for the periods ended on the dates specified in accordance with generally
accepted accounting principles applied on a consistent basis throughout the periods covered except
as otherwise stated therein or in the reports of the independent accountants included in the Proxy
Statement.

2 .1 ( f ) No Material Change. Except in the case of Cerro's wholly owned subsidiary, Leader-
ship Housing, Inc., since the date of its latest historical consolidated financial statements contained in
the Proxy Statement (the "Latest Financial Statements") and except as contemplated or permitted
by this Agreement, or as set forth in writing to the other party, there has not and shall not have been:

(i) Any change in the condition, financial or otherwise, of it and its subsidiaries taken
as a whole, other than changes which have occurred in the ordinary course of business and have
not been materially adverse;
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(ii) Any sale or other disposition by it or any of its subsidiaries of its assets other than
sales or other dispositions in the ordinary course of business, which, in the aggregate, are not
material;

(iii) Any event, or any transaction, contract or obligation entered into or incurred by
it or any of its subsidiaries, other than those in the ordinary course of business which, in the
aggregate, are not material;

(iv) Any declaration or payment of any dividend or other distribution on its shares
except, in the case of Cerro, regular quarterly cash dividends, at the annual rate of $1.20
per share of Common Stock of Cerro;

(v) Any disposition or acquisition by it of, or any grant by it, of any warrant, option
or other right to acquire, any of its shares, and

(vi) Any damage, destruction or loss (whether or not insured) materially and adversely
affecting the assets, business or prospects of it and its subsidiaries taken as a whole.

2.1 (g) Taxes. It and its subsidiaries have filed all income tax returns required to be filed,
and have paid all taxes shown by such returns to be payable. The final results of examinations
of such income tax returns are adequately reflected in the financial statements referred to in Section
2.1 (e). The provisions for all income taxes reflected in its Latest Financial Statements are
adequate to cover all of its and its consolidated subsidiaries' unpaid liabilities for income taxes
accrued through the date of its Latest Financial Statements.

2.1(h) Information in Proxy Statement. None of the information relating to it which has
been or is to be furnished by or on behalf of it or its management for inclusion in the Proxy State-
ment to be furnished the stockholders of Cerro in connection with the Transactions is or will be
false or misleading in any material respect or omits or will omit to state any material fact neces-
sary to make the statements therein not misleading in any material respect.

2.1(i) Litigation. Except as otherwise disclosed in the Proxy Statement, there is no suit, pro-
ceeding or investigation pending or, to its knowledge, threatened against it or any of its subsidiaries
in which an unfavorable decision is, in the opinion of Cerro or Marmon, likely to (a) affect
materially and adversely the business, operations or prospects of it and its subsidiaries taken as
a whole, or (b) result in an unfavorable judicial determination with respect to the validity of this
Agreement or any of the Transactions or of any action taken or to be taken in accordance with or
in connection with this Agreement or any of the Transactions.

2.1 (j) Franchises, Etc. It and each of its subsidiaries has all franchises, concessions, permits,
licenses, orders or approvals of any Federal, state, local or foreign governmental regulatory body
required in order to permit it or such subsidiary to carry on its business as presently conducted;
all such franchises, concessions, permits, licenses, orders and approvals are in full force and effect
and no suspension or cancellation of any of them is threatened; and except as otherwise disclosed
to the other party in writing the consummation of the Transactions will not affect the validity or
effectiveness of, and will not require the consent or approval of any party to, or any other person
or governmental agency having jurisdiction of, any such franchise, concession, permit, license, order
or approval.

2.1(k) Compliance. The Transactions have been duly authorized by its board of directors,
and subject to the necessary approval by its stockholders, the completion of the Transactions will
not result in a breach of, or constitute a default or result in an acceleration of an obligation under
its Certificate of Incorporation or By-laws, or any agreement, indenture, loan agreement, lease,
license, other instrument, judgment, decree, rule or order to or by which it or any of its subsidiaries
is a party or is bound or to which any of its or their assets is subject, which breach, defaul t or
acceleration would have a materially adverse effect upon the financial condition, business or pros-
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pects of it and its subsidiaries taken as a whole. Upon completion of the Transactions neither it
nor any subsidiary nor, to its knowledge, any other party thereto, will have breached, or will be in
default in any material respect under any agreement, indenture, loan agreement, lease, license or
other instrument, which breach or default would have a materially adverse effect upon the financial
condition, business or prospects of it and its subsidiaries taken as a whole.

2.1(1) Employee Benefit Plans. Neither it nor any of its subsidiaries is or will be a party
to or bound by any pension, retirement, profit sharing, deferred compensation, stock option, stock
or cash bonus or -:-:'-- -'-- r~->«hr V"«fi».."f any of its officers or employees except the plans
referred to in the Proxy Statement or otherwise heretofore disclosed in writing to the other, and
neither it nor any of its domestic consolidated subsidiaries is or will be a party to any contracts
of employment with directors or officers other than (i) oral contracts which may be terminated
by the employer without penalty on not more than 30 days notice, (ii) contracts referred to in
the Proxy Statement and (iii) contracts heretofore disclosed in writing to the other.

2.1(m) Liability jor Finders' Fees. No agent or broker or other person acting pursuant to
its authority will be entitled to make any claims against any party to this Agreement for any
finders' fee or, similar fee in connection with the Transactions.

SECTION 2.2. GL represents and warrants to Cerro and Cerro-Marmon that, at the time of execution
and delivery of this Agreement and except as provided in Section 2.2(e) below, continuously until
the completion of the Transactions:

2.2(a) Crganiiation, Good Standing and Qualification to do Business. It is and will be a
corporation validly organized, legally existing and in good standing under the laws of its state of
incorporation. Subject to the approval required of its stockholders, it has and will have ful l cor-
porate power and authority to enter into and perform this Agreement and to carry out the Trans-
action to which it is a party.

2.2(b) Capital Stock of Mormon. All of the shares of Marmon which are to be transferred
to Cerro-Marmon pursuant to Section 1.1 (a) hereof are and will be owned by GL free and clear
of any liens, encumbrances, claims or equities, and are and will be legally issued, fully paid-and
non-assessable, and there are and will then be no outstanding warrants, options or other rights to
acquire from GL or Marmon any shares of stock of Marmon or any securities convertible into
such stock.

2.2(c) Compliance. The Transactions have been duly authorized by its Board of Directors,
and, subject to the approval of its stockholders, the completion of the Transactions will not result in
a breach of or constitute a default under or result in an acceleration of an obligation under its
Certificate of Incorporation or By-laws, or any agreement, indenture, loan agreement, lease, license,
other instrument, judgment, decree, rule or order to or by which it or any of its subsidiaries is a
party or is bound or to which any of its or their assets is subject.

2.2(d) Information in Proxy Statement. None of the information relating to it which has
been or is to be furnished by or on behalf of it or its management for inclusion in the Proxy State-
ment is or will be false or misleading in any material respect or omits or will omit to state any
fact necessary 10 make the statements therein not misleading in any material respect.

2.2(e) Representations and Warranties of Marmon. The representations and warranties of
Marmon contained in Section 2.01 hereof are in all material respects true and correct. The repre-
sentation and warranty of GL contained in this Section 2.2(e) shall, notwithstanding the provisions
of this Agreement, survive the completion of the Transactions for a period of one year.

2.2(f) Liability for Finders' Fees. No agent or broker or other person acting pursuant to its
authority will be entitled to make any claims against any party to this Agreement for any finders'
fee or similar other fee in connection with the Transactions.
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SECTION 2.3. Cerro-Marmon represents and warrants to GL and Marmon that:

2.3(a) Organization, Good Standing and Qualification to do Business. At the time of exe-
cution and delivery of this Agreement and continuously until the completion of the Tran;;:-.! Vi-
and will be a corporation validly organized, legally existing and in good standing under the laws of
Delaware with ful l power and authority to own and lease its and Cerro's properties and to conduct its
and Cerro's business as such are being conducted, and is and will be legally qualified to transact busi-
ness as a foreign corporation in good standing in each other jurisdiction in which its business and prop-
erties are such as to require that it be so qualified and will use its best efforts to qualify to do"
business in each and every jurisdiction in which" Cerro is so qualified. Subject to the approval
required of its stockholder, it has and will have full corporate power and authority to enter into and
perform this Agreement and the Merger Agreement and to carry out the Transactions to which it
is a party.

2.3(b) Capital Stock. Immediately prior to consummation of the first Transaction its author-
ized, issued, outstanding and treasury shares will be as follows:

Authorized InueJ Outstanding Treasury

Common Stock, $1.00 par value 10,000,000 None None None

Preferred Stock, $1.00 par value 10,000,000 None None None

2.3(c) Compliance. The Transactions have been duly authorized by its Board of Directors,
and, subject to the approval of GL, as the sole stockholder of Cerro-Marmon after the first Trans-
action, the completion of the Transactions will not result in a breach of, or constitute a default
or result in an acceleration of an obligation under its Certificate of Incorporation Or By-laws, or any
agreement, indenture, loan agreement, lease, license, other instrument, judgment, decree, rule or
order to or by which it is a party or is bound or to which any of its assets is subject.

ARTICLE HI

COVENANTS

SECTION 3.1. Cerro hereby agrees that:

3.1 (a) Meeting of Cerro Stockholders. Cerro shall duly call a special meeting of its stock-
holders to be held at the earliest practicable date for the purpose of voting on and adopting this
Agreement and the Merger Agreement

3.1(b) Stock Exchange Listing. Cerro shall cause Cerro-Marmon promptly to use its best
efforts to obtain an opinion of eligibility for listing from the American Stock Exchange, to make
application for, and to use its best efforts to obtain, the listing on the American Stock Exchange,
upon notice of issuance, and to make application for the registration under the Securities Exchange
Act of 1934, of the shares of the Series A Preferred Stock to be issued in connection with the merger
and the shares of such Stock to be issuable on the exercise of the options granted under the Stock
Option Plans of Cerro.

3.1(c) Registration Under Securities Act of 1933. The shares of Series A Preferred Stock
issuable pursuant to the Merger Agreement will be registered by Cerro-Marmon under the
Securities Act of 1933.

SECTION 3.2. GL and Marraon hereby agree that:

3.2(a) Vote by Marmon on the Merger. At the meeting referred to in Section 3.1 (a)
hereof, Marmon shall vote all of the shares of Cerro Common Stock held by it in favor of the
adoption of the Transactions only if a majority of the other shares of Cerro Common Stock voted
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at such meeting are voted in favor of the adoption thereof. A representative of Marmon will be
present at such meeting for quorum purposes and will be duly authorized to vote all of the shares
of Cerro Common Stock held by Marmon as provided in this Section 3.2(a).

SECTION 3.3. The parties hereto mutually agree that:

3.3(a) Conduct o\ Business. From and after the execution and delivery of this Agreement
and unti l the completion of the Transactions, neither Marmon nor Cerro or their respective sub-
sidiaries shall, without the prior written consent of the other, engage in any activities or transactions
,,,>.:-•. •!.--" >-- ~....;^p rh. nrHinn.ry course of their respective businesses as conducted at the date
hereof and which in the aggregate shall be material to them as a group.

3.3(b) Ownership of Cerro Common Stock. Immediately prior to the Filing Time (as defined
in the Merger Agreement, hereinafter referred to as the "Filing Time") Marmon shall own not less
than 3,586,297 shares of Cerro Common Stock.

3.3 (c) Notice. Marmon and Cerro shall each give prompt notice to the other of (i) any notice
of, or other communcation relating to, a default or an event which with notice or lapse of time or
both would become a default if received by Marmon or Cerro or any of cither's subsidiaries
subsequent to the date of this Agreement and prior to the completion of the Transactions under
any indenture, instrument or agreement to which Marmon or Cerro or any of cither's subsidiaries is a
party or by or to which Marmon or Cerro or any of cither's subsidiaries is bound or subject, (//') any
notice or other communication from any third party alleging that the consent of such third party is
or may be required in connection with the transactions contemplated by this Agreement or the
Merger Agreement, and (iii) any matter which, if it had occurred prior to the date hereof, would
have been required to be set forth in this Agreement or disclosed to Marmon or Cerro.

3.3(d) Capital Stock. Between the dale hereof and completion of the Transactions, unless
the prior written consent of the other is first obtained, neither Marmon nor Cerro nor any of their
subsidiaries will (/) make any change in its authorized capital stock, (ii) issue any stock options,
warrants, or other rights calling for the issue, transfer, sale or delivery of its capital stock or other
securities, (Hi) declare or pay any stock dividend or effect any recapitalization, split-up, combina-
tion, exchange of shares or other reclassification in respect of its outstanding shares of capital stock,
(;V) issue, transfer, sell or deliver any shares of its capital stock (or securities convertible into or
exchangeable, with or without additional consideration, for such capital stock) except upon the
exercise of stock options previously granted, (v) purchase or otherwise acquire for a consideration
any outstanding shares of its capital stock, or (vi) declare, pay or set apart for payment in respect
of its capital stock any dividends or other distribution or payments except cash dividends by Cerro
on its Common Stock at a rate not greater than $.30 per shares per quarter.

3.3(e) Exchange of Information. Until the completion of the Transactions or until the
abandonment of the Transactions as permitted by this Agreement, each party will give to the other
and its representatives full access, during normal business hours and upon reasonable notice, to all
properties, operations, books, contracts, documents and records of it and its subsidiaries, and will
furnish to the other party such financial and other information concerning it and its subsidiaries as
a party or its representatives may from time to time reasonably request, provided, however, that
such other party will hold in confidence all non-public documents and information so furnished,
and if the Transactions are abandoned for any reason, will thereafter maintain such confidence and
upon request promptly return all of such documents.

3.3(f) Approvals. Each of the parties will comply with applicable securities laws and obtain
such permits, orders and consents, if any, as in the opinion of counsel for a party may be necessary
or proper in connection with the Transactions.

3.3(g) Payment of Expenses. If the Transactions shall be abandoned as permitted by this
Agreement, each party will pay all of its own expenses incurred in connection with the Trans-
actions, to the time of abandonment.
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3.3 (h) Cancellation of Cerro Common Slock Owned by Mormon. At the effective time of
the merger (as defined in the Merger Agreement) all shares (and the certificates representing such
shares) of the Common Stock of Cerro held by Mannon immediately prior r.r '*-- -«*-,.:.,. ,;me Of
the merger shall be canceled.

3.3(i) Dividend on Consummation o\ the Transactions. To compensate all the holders of
Cerro common stock for the fact that, if the Transactions are consummated, Cerro stockholders will
not receive a regular cash dividend for the quarter beginning January J. 1976, Cerro-Marmon hereby
agrees to pay to the stockholders of record of Cerro, or their assigns, on the date of consummation
of the Transactions an amount equal to a quarterly dividend of $.30 per share for Cerro common
stock pro rated from January 1, 1976 to the date of such consummation, on the basis of the actual
number of days elapsed in the quarter ended March 31, 1976. Payment will be made to (a) Marmon
as the record holder of Cerro common stock as soon as practical after consummation, (b) dissenters
when they submit their certificates for shares of Cerro common stock to Cerro's transfer agent
for notation pursuant to Section 623 of the New York Business Corporation Law and (c) the other
holders of Cerro common stock upon surrender and exchange by such holder of certificates repre-
senting sharer of Cerro common stock for certificates representing shares of Series A Preferred
Stock (payment being made to the recipient of the Series A Preferred Stock).

ARTICLE IV
CONDITIONS

SECTION 4.1. None of the parties shall be obligated to complete the Transactions unless each of
the following conditions shall have been fulfilled prior to the Filing Time:

4.1 (a) No Prior Breach o] this Agreement. All of the representations and warranties of
the parties contained in this Agreement shall be true in all material respects at and as of the Filing
Time, with the same force and effect as if they had been made at and as of such Time (except for
changes contemplated or permitted by this Agreement), and each party shall have performed all
of its agreements contained in this Agreement to be performed by it at or prior to such Time;
immediately before the Filing Time, each party shall have received from the other party certificates
dated that day and signed by the Chairman, the President or any Vice President of such party
stating that as to such party the conditions set forth in this Section 4.1 (a) have been satisfied.

4.1 (b) Stockholder Approval. All approvals of the Transactions by the respective stock-
holders of the parties hereto as required by law shall have been obtained.

4.1(c) Time Limit. The Transactions shall have been completed not later than March 31,
1976, or such later date (not later than April 30, 1976) as shall have been agreed upon in writ ing
by the parties hereto.

4.1(d) Opinions. The following legal opinions shall have been delivered to the parties:

(i) The opinion of Messrs. Alexander & Green, counsel to Cerro and Cerro-Marmon,
in form and substance satisfactory to GL and Marmon, to the effect that:

(A) Cerro is a corporation validly organized, legally existing and in good standing
under the laws of the State of New York, with f u l l corporate powers and authority under
the laws of such State to own its properties and conduct its business as it is then being
conducted;

(B) the outstanding shares of Cerro are legally issued, fully paid and non-assessable,
and no personal liability will attach to the holders thereof under the Jaws of the State of
New York, except for personal l iab i l i ty of the ten largest stockholders, under certain
conditions not now existing, for employees' wages under Section 630 of the Business
Corporation Law of the State of New York;

(C) the Series A Preferred Stock and the Common Stock of Cerro-Marmon have
been duly authorized and when certificates therefor have been duly executed and delivered
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by Cerro-Marmon in connection with the Transactions will have been legally and validly
issued and will be fully paid and non-assessable, and no personal liability will attach to
the holders of such shares under the laws of the State of Delaware;

(D) Cerro-Marmon is a corporation validly organized, legally existing and in good
standing under the laws of the State of Delaware, with full corporate power and authority
under the laws of such State to carry out the Transactions pursuant to this Agreement
and to conduct its business as it will be conducted immediately after completion of the
Transactions;

(E) all necessary corporate action has been taken by Cerro and Cerro-Marmon
and their respective boards of directors and stockholders in connection with the Trans-
actions; and this Agreement and the Merger Agreement have been duly authorized,
executed and delivered by Cerro and Cerro-Marmon;

(F) to the best of such counsel's knowledge, the execution, delivery and per-
formance by Cerro and Cerro-Marmon of this Agreement and the Merger Agreement
and the completion of the Transactions will not result in a breach of or constitute an
event of default or result in the acceleration of an obligation under any agreement or
other document to which Cerro or Cerro-Marmon is a party or by which either is
bound excluding, in all cases herein referred to, matters which in the aggregate will
not have a materially adverse effect upon the financial condition of Cerro and its sub-
sidiaries taken as a whole;

(G) except for the litigation heretofore disclosed to GL and Mannon in writing,
or described in the Proxy Statement, there is no suit, proceeding, or investigation pending,
or to the best of such counsel's knowledge threatened regarding Cerro or any of its sub-
sidiaries or their properties which might have a materially adverse effect on the business,
operations or prospects of it and its subsidiaries taken as a whole; and

(H) such counsel has no reason to believe that the Proxy Statement (other than
matters pertaining to income and other taxes, financial statements and financial data as to
which no opinion need be expressed) contains, as to Cerro or Cerro-Marmon, any untrue
statement of a material fact or omits to state a material fact required to be stated therein or
necessary to make the statements therein not misleading.

In rendering their opinion, Messrs. Alexander & Green may rely, as to matters relating to
Leadership Housing, Inc. and its subsidiaries, upon the opinion of T. Randolph Buck, Esq.,
General Counsel of Cerro's wholly owned subsidiary, Leadership Housing, Inc., as to matters
of fact, may rely upon certificates of officers of Cerro and Cerro-Marmon, satisfactory in form
and substance to such counsel, and as to matters involving the laws of any jurisdiction other
than New York or the laws of the Uniied Slates on such counsel as they deem appropriate.
In rendering the opinion in clause (H) such counsel may assume the correctness and complete-
ness of the information relating to Cerro and Cerro-Marmon included in the Proxy Statement
without independent investigation or verification.

(ii) The opinion of Messrs. Wachtell, Lipton, Rosen & Katz, special counsel to Marmon,
in form and substance satisfactory to Cerro and Cerro-Marmon, to the effect that:

(A) Marmon is a corporation validly organized, legally existing and in good stand-
ing under the laws of the State of .Delaware, with full corporate power and authority
under the laws of such State to carry out the Transactions pursuant to this Agreement
and to conduct its business as it is conducted;

(B) the outstanding shares of Marmon are legally issued, fully paid and non-
assessable, and no personal liability will attach to the holders thereof under the laws of the
State of Delaware;

(C) all necessary corporate action has been taken by Marmon and its Board of
Directors and its stockholder in connection with the Transactions, and this Agreement
has been duly authorized, executed and delivered by Marmon;
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(D) to the best of such counsel's knowledge, the execution, delivery and performance
by Maraon of this Agreement and the completion of the Transactions as to which Marmon
is a party will not result in a breach of or constitute <m event of default or result in
the acceleration of an obligation under any agreement or other document to which
Marmon is a party or by which it is bound excluding, in all cases herein referred to,
matters which in the aggregate will not have a materially adverse effect upon the financial
condition of Marmon and its subsidiaries taken as a whole; and

(E) such counsel has no reason to believe that the Proxy Statement (other than-
matters pertaining to income and other taxes, financial statements, financial data and liti-
gation, as to which no opinion need be expressed) contains as to Marmon any untrue
statement of a material fact or omits to state a material fact required to be stated therein
or necessary to make the statements therein not misleading. (In rendering said opinion
in clause (E) said counsel may assume the correctness and completeness of the information
relating to Marmon included in the Proxy Statement without independent investigation
or verification.)

( i i i ) The opinion of Messrs. Hubachek, Kelly, Rauch & Kirby, in form and substance
satisfactory to Cerro and Cerro-Marmon, covering the actions described in the Notes to Marmon's
financial statements in the Proxy Statement to the effect that such actions will u l t imate ly have
no material impact on the business operations or prospects of it and its subsidiaries taken as a
whole and to the effect that there is no other suit, proceeding or investigation pending or to the
best of such counsel's knowledge threatened, regarding Marmon or any of its subsidiaries or
their properties which might have a materially adverse effect on the business, operations or
prospects of it and its subsidiaries taken as a whole.

(iv) The opinion of Alan M. Turner, Esq., General Counsel of GL, in form and sub-
stance satisfactory to Cerro and Cerro-Marmon to the effect that:

(A) GL is validly organized, legally existing and in good standing under the laws
of the State of Delaware, with ful l corporate power and authority under the laws of such
State to enter into this Agreement and to carry out those transactions required to be
performed by it under this Agreement;

(B) The outstanding shares of Common Stock of GL are legally issued;

(C) All necessary corporate action has been taken by GL and its stockholders in
connection with its performance of this Agreement and the completion of the trans-
action required to be performed by it under this Agreement; and this Agreement has
been duly authorized, executed and delivered by GL and constitutes a legal, valid and
binding obligation of GL in accordance with its terms;

(D) To the best of such counsel's knowledge, the execution, delivery and perform-
ance by GL of this Agreement and the completion of the Transactions as to which it is
a party will not result in a breach of or constitute an event of default or result in the
acceleration of an obligation under any agreement or other document to which GL is
a party or by which it is bound excluding, in all cases herein referred to, matters
which in the aggregate will not have a materially adverse effect upon the financial
condition of GL and its subsidiaries taken as a whole; and

(E) Such counsel has no reason to believe that the Proxy Statement, (other than
matters pertaining to income and other taxes, financial statements and financial data, as
to which no opinion need be expressed) contains as to GL any untrue statement of a
material fact or omits to state a material fact required to be stated therein or necessary
to make the statements therein not misleading.

(v) An opinion of Messrs. Levenfeld, Ranter, Baskes & Lippitz, tax counsel, to the eSect
that the ruling applications, rulings, documents, agreements and instruments described in the
Proxy Statement under the captions "Federal Income Tax Consequences," "Tax Sharing Agree-
ment" and "Other Tax Matters" have been accurately and fairly described and such counsel has
no reason to believe that the matters presented under those captions and under any other
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captions in the Proxy Statement or in notes to the financial statements describing matters
presented or related to matters described under those captions, contain any untrue statement
of a material fact or omit to state a material fact required to be stated therein or to make
the statements therein not misleading.

In rendering their respective opinions, Messrs. Wachtell, Lipton, Rosen & Katz, Messrs.
Hubachek, Kelly, Rauch & Kirby, Allen M. Turner, Esq., and Messrs. Levenfeld, Kanter,
Baskes & Lippitz may rely as to matters of fact upon certificates of officers of GL or Marmon
satisfactory in form and substance to such counsel and as to matters involving the laws of any
jurisdiction other than the ones in which they are admitted to practice and the laws of the
United States on such counsel as they deem appropriate.

4.1(e) Letter from Arthur Young & Company. Cerro shall have received from Arthur
Young & Company a letter dated the Filing Time (as defined in the Merger Agreement) addressed
to it stating that:

(i) they are independent accountants with respect to Marmon and its subsidiaries within
the meaning of the Securities Act of 1933, and the applicable published rules and regulations
thereunder;

(Li) in their opinion, the consolidated financial statements of Marmon and its subsidiaries
included in the Registration Statement of Cerro-Marmon on Form S-14 (the "Registration
Statement") and Proxy Statement and reported on therein by them comply as to form in all
material respects with the applicable accounting requirements of the Securities Act of 1933
and the Securities Exchange Act of 1934 respectively aud of the published rules and regulations
thereunder;

(iii) on the basis of certain specified procedures (but not an examination in accordance
with generally accepted auditing standards) consisting of (A) a reading of the minutes of the
meetings of the stockholders and Board of Directors of Marmon since December 31, 1974 as
set forth in the minute books through a specified date not more than five days prior to the
delivery of such letter, (B) a reading of the unaudited consolidated financial statements of
Marmon and its subsidiaries included in the Registration Statement and Proxy Statement,
(C) a reading of the latest available unaudited consolidated financial statements of Marmon
and its subsidiaries for the current year and for the comparable period of the preceding
year and (D) inquiries of officials of Marmon who have responsibility for financial and
accounting matters and such other procedures as Cerro may reasonably request, nothing
came to their attention that caused them to believe that (x) the unaudited consolidated
financial statements of Marmon and its subsidiaries contained in the Registration Statement
and Proxy Statement do not comply as to form in all material respects with the applicable
accounting requirements of the Securities Act of 1933 and the Securities Exchange Act of
1934 respectively and the published rules and regulations thereunder or, subject to the effect,
if any, of uncertainties relating to Cerro's real estate inventories discussed in Note 5 to the
consolidated financial statements of Marmon, are not fa i r ly presented in conformity with
generally accepted accounting principles applied on a basis substantially consistent with that of
the audited consolidated financial statements of Marmon and its subsidiaries contained in the
Registration Statement and Proxy Statement or (y) at a specified date more than five days
prior to the date of delivery of such letter, there was any change in the capital stock of
Marmon, any change in consolidated long-term debt or any decrease in consolidated net
current assets or consolidated stockholder's equity, all as compared with the amounts shown
in the most recent consolidated balance sheet of Marmon and its subsidiaries included in
the Proxy Statement;

( iv) on the basis of a review of the proposed form of the proposed combination of Cerro
and Marmon, in their opinion, Accounting Principles Board Opinion No. 16 requires that
such combination be accounted for as a purchase of Cerro by Marmon; and
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(v) on the basis of a reading of the unaudited pro forma condensed financial statements
of Marmon and Cerro-Marmon contained in the Registration Statement and Proxy Statement,
in their opinion, such pro forma condensed financial statements have been properly compiled
on the basis described in the notes thereto.

In addition the letter of said accountants shall cover such other matters pertaining to Marmon's
financial data that may reasonably be requested by Cerro.

4 .1 ( f ) Letter from Price Waterhoitse & Co. Marmon shall have received a letter from
Price Waterhouse & Co., dated the Filing Time addressed to it stating that:

(i) they are independent accountants with respect to Cerro and its subsidiaries within
the meaning of the Securities Act of 1933 and the applicable published rules and regulations
thereunder;

(ii) Accounting Principles Board Opinion No. 16 requires that the Transactions be ac-
counted for as a purchase of the net assets of Cerro;

(iii) in their opinion the consolidated financial statements of Cerro and its subsidiaries
included in the Registration Statement of Cerro-Marmon on Form S-14 (the "Registration
Statement") and Proxy Statement and examined by them comply as to form in all mater ial
respects with the applicable accounting requirements of the Securities Act of 1933 and the
Securities Exchange Act of 1934 and the published rules and regulations thereunder; and

(iv) on the basis of a reading of the unaudited pro forma consolidated financial statements
of Cerro contained in the Registration Statement and Proxy Statement the pro forma financial
statements of Cerro have been compiled on the basis and the assumptions described in Note 3
to the pro forma financial statements.

In addition, the letter of said accountants shall include a statement with respect to Cerro to the
same effect as clause ( i i i ) under section 4.1(e) with respect to Marmon, and the letter of said
accountants shall cover such other matters pertaining to Cerro's financial data that may reasonably
be requested by Marmon.

4.1(g) Tax Ruling. There shall have been received a ruling from the Internal Revenue
Service satisfactory to the parties hereto substantially to the effect that for federal income tax
purposes:

(i) no gain or loss will be recognized by GL on the transfer of the capital stock of
Marmon to Cerro-Marmon in exchange for the Common Stock of Cerro-Marmon;

(ii) the basis of the capital stock of Marmon in the hands of Cerro-Marmon will be the
same as the basis of said stock in the hands of GL immediately before the exchange;

(ii i) the holding period of the Marmon stock received by Cerro-Marmon pursuant to the
exchange will include the period during which said stock was held by GL;

(iv) the basis of the Common Stock of Cerro-Marmon received by GL will be the same
as the basis of the Marmon stock transferred in exchange therefor; and

(v) the holding period of the Cerro-Marmon Common Stock received by GL will include
the period during which the Marmon Stock transferred in exchange therefor was held by GL;

(vi) neither gain nor loss will be recognized by Cerro or Cerro-Marmon upon the merger
of Cerro into Cerro-Marmon;

(vii) the basis of the Cerro assets received by Cerro-Marmon will be the same as the
basis of such assets in the hands of Cerro immediately prior to the merger;
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(viii) the holding period of the Cerro assets acquired by Cerro-Marmon will include the
holding period of those assets in the hands of Cerro;

(ix) no gain or loss will be recognized by any stockholder of Cerro, except those stock-
holders who avail themselves of the appraisal rights described in the Proxy Statement under
the heading "Rights of Dissenting Stockholders of Cerro" whose gain or loss will be treated
as long-term capital gain if their Cerro Common Stock was a capital asset in their hands and
was held for more than six months;

(x) the basis of the Preferred Stock received by the stockholders of Cerro will be the
same as the basis of the Cerro Common Stock surrendered in exchange therefor;

(xi) the holding period of the Preferred Stock received by the stockholders of Cerro
will include the period during which the Cerro Common Stock surrendered in exchange
therefor was held;

(xii) the Preferred Stock received by the stockholders of Cerro will not be "Section 306"
stock within the meaning of Section 306(c) of the Internal Revenue Code of 1954, as amended;

(xiii) neither gain nor loss will be recognized by Cerro-Marmon upon issuance of the
Preferred Stock to the stockholders of Cerro.
For purposes of Clause ( ix) , a constructive dividend under Section 305 of the Internal Revenue

Code shall not be deemed to affect the terms of said Clause (ix).

ARTICLE V

ABANDONMENT

SECTION 5.1. Both (and only both) of the Transactions may be abandoned, notwithstanding share-
holder authorization, at any time before completion

(a) by mutual consent of the boards of directors of the parties hereto, or

(b) by the board of directors of any party hereto if any of the conditions specified in Article IV
hereof shall not have been satisfied within the time contemplated by this Agreement, or

(c) by the Board of Directors of Cerro, Cerro-Marmon, Marmon or GL if the holders of more
than four percent of the outstanding shares of Common Stock of Cerro elect to exercise appraisal
rights in connection with the merger, or

(d) by the board of directors of any party hereto if (i) there shall have been any litigation or
proceedings involving Cerro or Marmon or any of their subsidiaries which materially and adversely
affect, or may so affect, the assets, business, results of operations or financial condition of any party
hereto or any threat or institution of litigation or other proceedings involving any party hereto to
restrain or prohibit, or which may otherwise prevent or hinder, the Transactions, or which in the
judgment of the party involved or affected makes it inadvisable to proceed; (ii) the assets, business,
results of operations or financial condition of any party hereto shall have been materially and
adversely affected by any cause or for any reason; (iii) there shall have been proposed or adopted
any federal, state, local or foreign legislation, or rule, regulation or order of any federal, state,
local or foreign governmental or regulatory body, which materially and adversely affects, or may
so affect, the business or assets of Cerro or Marmon or which may hinder or prevent the Trans-
actions; ( iv) the Merger Agreement shall be terminated; or (v) the transactions contemplated
by the Exchange Agreement shall not be consummated on the day of the Filing Time.

SECTION 5.2. Any abandonment of the Transactions pursuant to this Article V shall automatically
terminate this Agreement, without liability on the part of any party hereto or its directors, officers or
shareholders.
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ARTICLE VI

OTHER PROVISIONS

SECTION 6.1. Assignment. No party hereto shall assign this Agreement or any part thereof without
the written consent of each of the other parties hereto. This Agreement shall be binding upon and inure
to the benefit of the parties hereto and their respective successors and assigns.

SECTION 6.2. Waivers. Any failure of accuracy of any representation or warranty, performance,
of agreement or fulfillment of condition in this Agreement or in the Merger Agreement by any party
hereto may be expressly waived in writing by the other parties.

SECTION 6.3. Amendments. At any time prior to the completion of the Transactions the parties
hereto may, by written agreement authorized by their respective boards of directors, change any of the
provisions hereof.

GL CORPORATION

By ROBERT C. GLUTH
Vice President

THE MARMON GROUP, INC. (Michigan)

By ROBERT C. GLUTH
Vice President

CERRO CORPORATION

By KENNETH D. ARCHER
Vice President

CERRO-MARMON CORPORATION

By KENNETH D. ARCHER
Vice President
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EXHIBIT C

SMITH, BARNEY &
INCORPORATED

1345 AVENUE OF THE A M E R I C A S
NEWYORK.N.Y. 10019

(212) 333-7200

To be dated the effective dafe
of the Registration Statement

Messrs. Lewis B. Harder, Robert P. Koenig,
Richard H. Lewin and G. Willing Pepper,
constituting the Business Combination Com-
mittee of Cerro Corporation

and the
Board of Directors of Cerro Corporation
39 South LaSalle Street
Chicago, Illinois 60603

Gentlemen:

The Business Combination Committee of Cerro Corporation ("Cerro") has requested our opinion
as to the fairness from a financial viewpoint to the stockholders of Cerro, other than The Marmon Group,
Inc. (Michigan) ("Marmon"), of the proposed business combination of Cerro and Marmon (the
"business combination") under which the outstanding shares of common stock of Cerro ("Cerro Common
Stock") owned by persons other than Marmon would be converted into an equal number of shares of
Scries A Preferred Stock (the "Preferred Stock") of Cerro-Marmon Corporation ("Cerro-Marmon").
The Registration Statement of Cerro-Marmon on Form S-14 (File No. 2- ) which contains as
a part thereof the Proxy Statement relating to the business combination and which sets forth the terms
of the Preferred Stock, in the form in which it was made effective by the Securities and Exchange
Commission on the date hereof, is hereinafter referred to as the "Registration Statement". The terms
Cerro and Marmon as hereinafter used, unless otherwise indicated by the context, include each of such
corporation's respective subsidiaries.

In analyzing the proposed business combination in order to form our opinion, we have studied
financial information with respect to Cerro and Marmon and, to a limited extent, GL Corporation
furnished to us by such companies, respectively. In addition, we have reviewed the Registration State-
ment and other information provided to us by Cerro and Marmon relating to their operations and
investments described in the Registration Statement, discussed the businesses, operations and prospects
of Cerro and Marmon with certain of the respective officers and representatives of, and counsel and
auditors for, such companies, discussed with others certain of the operations and investments of Cerro,
visited certain of the facilities of Cerro and Marmon, analyzed published information (including financial
information) relating to the businesses of a number of other companies which appeared to us in certain
respects comparable to certain of the operaiions conducted by Cerro, reviewed the historical price ranges
of the Cerro Common Stock on the New York Stock Exchange from 1968 to date and reviewed such
other information as we deemed relevant. We have also reviewed appraisals of certain assets of Cerro
which, with the exception of appraisals relating to certain real estate assets held by Leadership Housing,
Inc., were prepared primarily upon a replacement cost basis (and, as indicated by Cerro, in many cases
for insurance purposes). The valuations contained in such appraisals were in the aggregate substantially
higher than the depreciated cost of such assets as they appear on Cerro's books. In addition, in
connection with our valuation of the Preferred Stock, we have reviewed the terms of the Preferred Stock
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as set forth in the Registration Statement, the terms of, and yields available on, certain other industrial
preferred stock issues, yields available on certain recently issued non-industrial preferred stock issues and
reviewed such other financial considerations relating to Cerro-Marmon as we deemed relevant.

As part of our analysis, we have also considered possible net values which might be realized in a
hypothetical liquidation of each of the operating businesses of Cerro and of the other, non-operating,
assets of Cerro over an assumed period not exceeding two years. The analysis of the liquidation of the
operating businesses was considered both in terms of possible sales as on-going businesses and in terms
of an orderly disposition of individual assets. This analysis, which was intended only as a reasonable
estimate of the net proceeds which might be derived from such a liquidation if informed prospective
buyers were available, resulted in a hypothetical liquidation value in the range of approximately $23.70
to $24.50 per Cerro Common Share. Such value might differ substantially from the net proceeds per
Cerro Common Share which would be derived from an actual liquidation because of market conditions
existing at the lime of sale, the underlying motivations and assumptions of a given buyer, and the
uncertainties of national and international economic and political conditions. Such factors could result
in net proceeds from any actual liquidation which would be significantly higher or lower than our
above estimate.

In addition to the foregoing, we have made such other analyses and examinations as we have deemed
necessary in arriving at our opinion expressed below. In connection with such opinion, we have
considered the Preferred Stock to have a per share value in the range of $20.50 to $21.25 (which is nol
necessarily the range within which the Preferred Stock will initially or ultimately trade).

The foregoing is a summary of oral and written presentations to the Business Combination Committee
including a detailed Report previously submitted to the Business Combination Committee and to the
Board of Directors of Cerro. Such Report, although not containing all the information reviewed, nor
describing all the factors which have influenced our opinion, set forth in detail the framework of our
analysis.

In arriving at our opinion we have considered as significant the uncertainties and time involved
in an asset liquidation. We did nol make or obtain independent evaluations of the physical assets, mineral
reserves or rights, or real properties of Cerro. Furthermore, because of the nature of many of the assets
and investments of Cerro, data with respect to recent sales of similar properties was generally not available.
We have not undertaken physical inspection of properties outside the United States and our inspection
of other properties was limited by time and other factors. Although, as noted above, we have engaged
in various discussions and other activities with respect to the business, operations and prospects of Cerro
and Marmon, and we have made certain analyses, we have assumed the accuracy and completeness of the
financial and other information furnished to us, including that contained in the Registration Statement,
and of the other information used by us which we obtained from published and other sources. Our
opinion herein is based upon circumstances existing as of the date hereof.

Based on the foregoing review and the considerations and assumptions stated herein, we are of the
opinion that the terms of the proposed business combination are, from a financial viewpoint, fair to the
stockholders of Cerro other than Marmon.

Very truly yours,

SMITH, BARNEY & Co. Ls
INCORPORATED

By ROBERT H. HOTZ
First Vice President
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EXHIBIT D

RIGHTS OF DISSENTING SHAREHOLDERS

UNDER THE BUSINESS CORPORATION LAW OF NEW YORK

§ 623. Procedure to enforce shareholder's right to receive payment for shares.

(a) A shareholder intending to enforce his right under a section of this chapter to receive payment for_
his shares if the proposed corporate action referred to therein is taken shall file with the corporation, before
the meeting of shareholders at which the action is submitted to a vote, or at such meeting but before the
vote, written objection to the action. The objection shall include a statement that he intends to demand
payment for his shares if the action is taken. Such objection is not required from any shareholder to whom
the corporation did not give notice of such meeting in accordance with this chapter or where the proposed
action is authorized by written consent of shareholders without a meeting.

(b) Within ten days after the shareholders' authorization date, which term as used in this section
means the date oa which the shareholders' vote authorizing such action was taken, or the date on which
such consent without a meeting was obtained from the requisite shareholders, the corporation shall give
written notice of such authorization or consent by registered mail to each shareholder who filed written
objection or from whom written objection was not required, excepting any who voted for or consented in
writing to the proposed action.

(c) Within twenty days after the giving of notice to him, any shareholder to whom the corporation
was required to give such notice and who elects to dissent shall file with the corporation a written notice of
such election, stating his name and residence address, the number and classes of shares as to which he
dissents and a demand for payment of the fair value of his shares. Any shareholder who elects to dissent
from a merger under section 905 (Merger of subsidiary corporation) or paragraph (c) of section 907
(Merger or consolidation of domestic and foreign corporations) shall file a written notice of such election
to dissent within twenty days after the giving to him of a copy of the plan of merger or an outline of the
material features thereof under section 905.

(d) A shareholder may not dissent as to less than all of the shares, as to which he has a right to
dissent, held by him of record, that he owns beneficially. A nominee or fiduciary may not dissent on behalf
of any beneficial owner as to less than all of the shares of such owner, as to which such nominee or
fiduciary has a right to dissent, held of record by such nominee or fiduciary.

(e) Upon filing a notice of election to dissent, the shareholder shall cease to have any of the rights of
a shareholder except the right to be paid the fair value of his shares and any other rights under this section.
A notice of election may be withdrawn by the shareholder at any time before an offer is made by die
corporation, as provided in paragraph (g), to pay for his shares. After such offer, withdrawal of a notice
of election shall require the written consent of the corporation. If a notice of election is withdrawn, or the
proposed corporate action is abandoned or rescinded, or a court shall determine that the shareholder is not
entitled to receive payment for his shares, or the shareholder shall otherwise lose his dissenter's rights, he
shall not have the right to receive payment for his shares and he shall be reinstated to all his rights as a
shareholder as of the filing of his notice of election, including any intervening preemptive rights and the
right to payment of any intervening dividend or other distribution or, if any such rights have expired or any
such dividend or distribution other than in cash has been completed, in lieu thereof, at the election of the
corporation, the fair value thereof in cash as determined by the board as of the time of such expiration or
completion, but without prejudice otherwise to any corporate proceedings that may have been taken in the
interim.

(f) At the time of filing the notice of election to dissent or within one month thereafter the share-
holder shall submit the certificates representing his shares to the corporation, or to its transfer agent,
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which shall forthwith note conspicuously thereon that a notice of election has been filed and shall return
the certificates to the shareholder or other person who submitted them on his behalf. Any shareholder who
fails to submit his certificates for such notation as herein specified shall, at the option of the corporation
exercised by w r i t t e n notice to him within forty-five days from the date of filing of such notice of election to
dissent, lose his dissenter's rights unless a court, for good cause shown, shall otherwise direct. Upon
transfe r of a certificate bearing such notation, each new certificate issued therefor shall bear a similar
notat ion together with the name of the original dissenting holder of the shares and a transferee shall acquire
no rights in the corporation except those which the original dissenting shareholder had after fiJing his
notice of election.

(g) Within seven days after the expiration of the period within which shareholders may file their
notices of election to dissent, or within seven days after the proposed corporate action is consummated,
whichever is later (but in no case later than ninety days from the shareholders' authorization date), the
corporation or, in the case of a merger or consolidation, the surviving or new corporation, shall make a
writ ten ofi'er by registered mail to each shareholder who has filed such notice of election to pay for his
shares at a specified price which the corporation considers to be their fair value. If the corporate action has
not been consummated upon the expiration of the ninety-day period after the shareholders' authorization
date, the offer may be conditioned upon the consummation of such action. Such offer shall be made at the
same price per share to all dissenting shareholders of the same class, or if divided into series, of the same
series and shall be accompanied by a balance sheet of the corporation whose shares the dissenting
shareholder holds as of the latest available date, which shall not be earlier than twelve months before the
making of such offer, and a profit and loss statement or statements for not less than a twelve-month period
ended on the date of such balance sheet or, if the corporation was not in existence throughout such twelve-
month period, for the portion thereof during which it was in existence. If within thirty days after the
making of such offer, the corporation making the offer and any shareholder agree upon the price to be paid
for his shares, payment therefor shall be made within sixty days after the making of such offer or the
consummation of the proposed corporate action, whichever is later, upon the surrender of the certificates
representing such shares.

(h) The following procedure shall apply if the corporation fails to make such offer within such period
of seven days, or if it makes the offer and any dissenting shareholder or shareholders fail to agree with it
within the period of thirty days thereafter upon the price to be paid .for their shares:

(1) The corporation shall, within twenty days after the expiration of whichever is applicable of
the two periods last mentioned, institute a special proceeding in the supreme court in the judicial
district in which the office of the corporation is located to determine the rights of dissenting
shareholders and to fix the fair value of their shares. If, in the case of merger or consolidation, the
surviving or new corporation is a foreign corporation without an office in this state, such proceeding
shall be brought in the county where the oflice of the domestic corporation, whose shares are to be
valued, was located.

(2) If the corporation fails to institute such proceeding within such period of twenty days, any
dissenting shareholder may ins t i tu te such proceeding for the same purpose not later than thirty days
after the expiration of such twenty day period. If such proceeding is not instituted within such thirty
day period, all dissenter's rights shall be lost unless the supreme court, for good cause shown, shall
otherwise direct.

(3) All dissenting shareholders, excepting those who, as provided in paragraph (g), have agreed
with the corporation upon the price to be paid for their shares, shall be made parties to such
proceeding, which shall have the effect of an action quasi in rem against their shares. The corporation
shall serve a copy of the petition in such proceeding upon each dissenting shareholder who is a
resident of this state in the manner provided by law for the service of a summons, and upon each non-
resident dissenting shareholder either by registered mail and publication, or in such other manner as
is permitted by law. The jurisdiction of the court shall be plenary and exclusive.
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(4) The court shall determine whether each dissenting shareholder, as to whom the corporation
requests the court to make such determination, is entitled to receive payment for his shares. If the
corporation does not request any such determination or if the court finds that any dissenting
snarenolder is so entitled, it shall proceed to fix the value of the shares, which, for the purposes of this
section, shall be the fair value as of the close of business on the day prior to the shareholders'
authorization date, excluding any appreciation or depreciation directly or indirectly induced by such
corporate action or its proposal. The court may, if it so elects, appoint an appraiser to receive
evidence and recommend a decision on the question of fair value. Such appraiser shall have the
power, authority and dudes specified in the order appointing him, or any amendment thereof.

(5) The final order in the proceeding shall be entered against the corporation in favor of each
dissenting shareholder who is a party to the proceeding and is entitled thereto for the value of his
shares so determined.

(6) The final order shall include an allowance for interest at such rate as the court finds to be
equitable, from the shareholders' authorization date to the date of payment. If the court finds tha t
the refusal of any shareholder to accept the corporate offer of payment for his shares was arbitrary,
vexatious or otherwise not in good faith, no interest shall be allowed to him.

(7) The costs and expenses of such proceeding shall be determined by the court and shall be
assessed against the corporation, except that all or any part of such costs and expenses may be
apportioned and assessed, as the court may determine, against any or all of -the dissenting
shareholders who are parties to the proceeding if the court finds that their refusal to accept the
corporate offer was arbitrary, vexatious or otherwise not in good faith. Such expenses shall include
reasonable compensation for and the reasonable expenses of the appraiser, but shall exclude the fees
and expenses of counsel for and experts employed by any party unless the court, in its discretion,
awards such fees and expenses. In exercising such discretion, the court shall consider any of the
following: (A) that the fair value of the shares as determined materially exceeds the amount which
the corporation offered to pay; (B) that no offer was made by the corporation; and (C) that the
corporation failed to institute the special proceeding within the period specified therefor.

(8) Within sixty days after final determination of the proceeding, the corporation shall pay to
each dissenting shareholder the amount found to be due him, upon surrender of the certificates
representing his shares.

(i) Shares acquired by the corporation upon the payment of the agreed value therefor or for the
amount due under the final order, as provided in this section, shall become treasury shares or be cancelled
as provided in section 515 (Reacquired shares), except that, in the case of a merger or consolidation, they
may be held and disposed of as the plan of merger or consolidation may otherwise provide.

(j) No payment shall be made to a dissenting shareholder under this section at a time when the
corporation is insolvent or when such payment would make it insolvent. In such event, the dissenting
shareholder shall, at his opinion:

(1) Withdraw his notice of election, which shall in such event be deemed withdrawn with the
written consent of the corporation; or

(2) Retain his status as a claimant against the corporation and, if it is liquidated, be sub-
ordinated to the rights of creditors of the corporation, but have rights superior to the non-dissenting
shareholders, and if it is not liquidated, retain his right to be paid for his shares, which right the
corporation shall be obliged to satisfy when the restrictions of this paragraph do not apply.

(3) The dissenting shareholder shall exercise such option under subparagraph (1) and (2) by
written notice filed with the corporation within thirty days af ter the corporation has given him written
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notice that payment for his shares cannot be made because of the restrictions of this paragraph. If the
dissenting shareholder fails to exercise such option as provided, the corporation shall exercise the
option by written notice given to him within twenty days after the expiration of such period of thirty
days.

(k) The enforcement by a shareholder of his right to receive payment for his shares in the manner
provided herein shall exclude the enforcement by such shareholder of any other right to which he might
otherwise be entitled by virtue of share ownership, except as provided in paragraph (e), and except that
this section shall not exclude the right of such shareholder to bring or maintain an appropriate action to
obtain relief on the ground that such corporate action will be or is unlawful or trauuuicm as 10 nun.

(1) Except as otherwise expressly provided in this section, any notice to be given by a corporation to
a shareholder under this section shall be given in the manner provided in section 60S (Notice of meetings
of shareholders).

(m) This section shall not apply to foreign corporations except as provided in subparagraph (e) (2)
of section 907 (Merger or consolidation of domestic and foreign corporations).

LS 001091

MARGRP CDAdm-1382



APPENDIX 1

FOURTH: The total number of shares of all classes of stock which the Corporation shall have
authority to issue is twenty million (20,000,000), of which ten million (10,000,000) shares are to be
T.-eferred Ctock (hereinafter called the "Preferred Stock"), of the par value of one dollar ($1) each, and
ten million (10,000,000) shares are to be Common Stock (hereinafter called the "Common Stock"), of
the par value of one dollar ($1) each.

1. Authority is hereby expressly granted to the Board of Directors from time to time to issue the
Preferred Stock as Preferred Stock of one or more series and in connection with the creation of any such
series to fix by the resolution or resolutions providing for the issue of shares thereof the designation,
powers, preferences, and relative, participating, optional, or other special rights of such series, and the
qualifications, limitations, or restrictions thereof. Such authority of the Board of Directors with respect
to each such series shall include, but not be limited to, the determination of the following:

(a) the distinctive designation of, and the number of shares comprising, such series, which
number may be increased (except where otherwise provided by the Board of Directors in creating
such series) or decreased (but not below the number of shares thereof then outstanding) from
time to time by like action of the Board of Directors;

(b) the dividend rate or amount for such series, the conditions and dates upon which such
dividends shall be payable, the relation which such dividends shall bear to the dividends payable
on any other class or classes or any other series of any class or classes of stock, and whether such
dividends shall be cumulative, and if so, from which date or dates for such series;

(c) whether or not the shares of such series shall be subject to redemption bythe Corporation
and the times, prices, and other terms and conditions of such redemption;

(d) whether or not the shares of such series shall be subject to the operation of a sinking
fund or purchase fund to be applied to the redemption or purchase of such shares and if such a fund
be established, the amount thereof and the terms and provisions relative to the application thereof;

(e) whether or not the shares of such series shall be convertible into or exchangeable for
shares of any other class or classes, or of any other series of any class or classes, of stock of the
Corporation and if provision be made for conversion or exchange, the times, prices, rates, adjust-
ments, and other terms and conditions of such conversion or exchange;

(f) whether or not the shares of such series shall have voting rights, in addition to the voting
rights provided by law, and if they are to have such additional voting rights, the extent thereof;

(g) the rights of the shares of such series in the event of any liquidation, dissolution, or winding
up of the Corporation or upon any distribution of its assets; and

(h) any other powers, preferences, and relative, participating, optional, or other special rights
of the shares of such series, and the qualifications, limitations, or restrictions thereof, to the full extent
now or hereafter permitted by law and not inconsistent with the provisions hereof.

2. All shares of any one series of Preferred Stock shall be identical in all respects except as to the
dates from which dividends thereon may be cumulative. All series of the Preferred Stock shall rank
equally and be identical in all respects except as otherwise provided in the resolution or resolutions
providing for the issue of any series of Preferred Stock.

3. Whenever dividends upon the Preferred Stock at the time outstanding, to the extent of the prefer-
ence to which such stock is entitled, shall have been paid in ful l or declared and set apart for payment for
all past dividend periods, and after the provisions for any sinking or purchase fund or funds for any
series of Preferred Stock shall have been complied with, the Board of Directors may declare and pay
dividends on the Common Stock, payable in cash, stock, or otherwise, and the holders of shares of
Preferred Stock shall not be entitled to share therein, subject to the provisions of the resolution or resolu-
tions creating any series of Preferred Stock.
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4. In the event of any liquidation, dissolution, or winding up of the Corporation or upon the distribu-
tion of the assets of the Corporation, all assets and funds of the Corporation remaining, after the payment
to the holders of the Preferred Stock of the full preferential amounts to which they shall be entitled as
provided in the resolution or resolutions creating any series thereof, shall be divided and distributed
among the holders of the Common Stock ratably, except as may otherwise be provided in any such
resolution or resolutions. Neither the merger or consolidation of the Corporation with another corporation
nor the sale or lease of all or substantially all the assets of the Corporation shall be deemed to be a
liquidation, dissolution, or winding up of the Corporation or a distribution of its assets.

5. Except as otherwise required by law or provided by a resolution or resolutions of the Board
of Directors creating any series of Preferred Stock, the holders of Common Stock shall have the exclusive
power to vote and shall have four votes in respect of each share of such stock held by them and the holders
of Preferred Stock shall have no voting power whatsoever. Except as otherwise provided in such a
resolution or resolutions, the number of authorized shares of the Preferred Stock may be increased or
decreased by the affirmative vote of the holders of a majority of the outstanding shares of capital stock
of the Corporation entitled to vote.

6. A holder of Preferred Stock or Common Stock of the Corporation shall not have any right as
such holder (other than such right, if any, as the Board of Directors in its discretion may by resolution
determine pursuant to this Article Fourth) to purchase, subscribe for or otherwise acquire any shares
of stock of the Corporation of any class now or hereafter authorized, or any securities convertible into
or exchangeable for any such shares, or any warrants or any instruments evidencing rights or options
to subscribe for, purchase or otherwise acquire any such shares, whether such shares, securities, warrants
or other instruments are now, or shall.hereafter be, authorized, unissued or issued and thereafter acquired
by the Corporation.
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APPENDIX 2

RESOLVED that, pursuant to the authority expressly granted to and vested in the Board of Directors of
Cerro-Marmon Corporation (the "Corporation") by the provisions of the Certificate of Incorporation of
the Corporation, as amended, this Board of Directors hereby creates a series of the Preferred Stock, of
the par value of one dollar ($1) each, of the Corporation (the "Preferred Stock") to consist of not more
than 4,370,154 shares of the Preferred Stock, and this Board of Directors hereby fixes the designation
and the powers, preferences and rights, and the qualifications, limitations or restrictions thereof, of the
shares of such series (in addition to the powers, preferences and rights, and the qualifications, limitations
or restrictions thereof, set forth in the Certificate of Incorporation of the Corporation, as amended, which"
are applicable to the Preferred Stock of all series) as follows:

(a) Designation of Series

1. The designation of the series of Preferred Stock created by this resolution shall be "$2.25
Cumulative Series A Preferred Stock" (the "Series A Preferred Stock").

(b) Cash Dividends on Series A Preferred Stock and Limitations on Dividends on Common Stock of
the Corporation ("Common Stock") and any Class or Series of Stock Ranking Junior to the Series A
Preferred Stock.

1. Out of the surplus or net profits of the Corporation legally available for dividends, the holders
of the Series A Preferred Stock shall be entitled to receive, when and as declared by the Board of
Directors, dividends at the per annum rate of $2.25 per share, and no more, payable quarterly on the
first business day of April, July, October and January in each year (each such day being hereinafter
called a dividend date and each quarterly period ending with a dividend date being hereinafter called
a dividend period) to the holders of record on such respective dates as may be determined by the Board
of Directors in advance of the payments of each particular dividend for the dividend periods, from the
date of cumulation, as hereinafter in subdivision 4 of this paragraph (b) defined (provided, however,
that, if the date of cumulation shall be a date less than thirty (30) days prior to a dividend date, the
dividend that would otherwise be payable on such dividend date will be payable on the next succeeding
dividend date), before any sum or sums shall be set aside pursuant to subdivision 2 of this paragraph (b)
or paragraph (c) or otherwise for the purchase or redemption of Series A Preferred Stock or any class
or series of stock ranking on a parity with the Series A Preferred Stock as to dividends or distribution
of assets and before any dividend shall be declared or paid upon or set apart for, or any other distribu-
tion shall be ordered or made in respect of, or any payment shall be made on account of the purchase
of, the Common Stock or of any class or series of stock ranking junior to the Series A Preferred Stock
as to dividends or distribution of assets; and such dividends upon the Series A Preferred Stock shall be
cumulative (whether or not in any dividend period or periods there shall be surplus or net profits of the
Corporation legally available for the payment of such dividends), so that, if at any time dividends upon
the outstanding Series A Preferred Stock at the per annum rate hereinabove specified from the date of
cumulation to the end of the then current dividend period shall not have been paid or declared and a
sum sufficient for the payment thereof set apart for such payment, the amount of the deficiency shall be
ful ly paid, but without interest, or dividends in such amount declared and a sum sufficient for the payment
thereof set apart for such payment, before any sum or sums shall be paid or set aside pursuant to sub-
division 2 of this paragraph (b) or paragraph (c) or otherwise for the purchase or redemption of Series
A Preferred Stock or any class or series of stock ranking on a parity with the Series A Preferred Stock
as to dividends or distribution of assets and before any dividend shall be declared or paid upon or set
apart for, any other distribution shall be ordered or made in respect of, or any payment shall be made on
account of the purchase of, the Common Stock or of any class or series of stock ranking junior to the
Series A Preferred Stock as to dividends or distribution of assets.

All dividends declared on the Series A Preferred Stock for any dividend period and on any class or
series of stock ranking on pari ty with the Series A Preferred Stock as to dividends shall be declared
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pro rota so that the amounts of dividends per share declared for such period on the Series A Preferred
Stock and on any class or series of stock ranking on a parity with the Series A Preferred Stock as to divi-
dends that were outstanding during such period shall in all cases bear to each other ihe same proportions
that the respective dividend rates of such stock for such period bear to each other.

2. Out of any surplus or net profits of the Corporation legally available for dividends remaining
after full cumulative dividends upon the Series A Preferred Stock then outstanding shall have been paid
for all past dividend periods, and after or concurrently with making payment of, or declaring and
setting apart for payment, full dividends on the Series A Preferred Stock then outstanding to the end
of the then current dividend period and before any dividends shall be declared or paid upon or set
apart for, or any other distribution shall be ordered or made in respect of, or any payment shall be made
on account of the purchase of, the Common Stock or of any class of stock ranking junior to the Series A
Preferred Stock as to dividends or distribution of assets, the Corporation shall set apart for payment
on its books (or have paid), in respect of the sinking or purchase fund for the redemption or purchase
of the Series A Preferred Stock provided for in paragraph (e) of these resolutions, the sum or sums
required for all past periods by the terms of these resolutions as a sinking or purchase fund.

3. Out of any surplus or net profits of the Corporation legally available for dividends remaining
after fu l l cumulative dividends upon the Series A Preferred Stock then outstanding shall have been paid
for all past dividend periods, and after or concurrently with making payment of, or declaring and
setting apart for payment, ful l dividends on the Series A Preferred Stock then outstanding to the end
of the then current dividend period and after the Corporation shall have complied with the provisions of
the foregoing subdivision 2 of this paragraph (b) in respect of any and all amounts theretofore required
to be set aside or applied in respect of the sinking or purchase fund mentioned in said subdivision
2 then and not otherwise, the holders of the Common Stock or of any class or series of stock ranking
junior to the Series A Preferred Stock as to dividends or the distribution of assets, subject to the
provisions hereof, shall be entitled to receive such dividends as may from time to time be declared by ihe
Board of Directors; provided that the Corporation will not declare or pay any dividend or make any
distr ibut ion on, or purchase or retire any Common Slock unless, after giving effect to the proposed
dividend or distribution on, or purchase or retirement of, Common Stock, the aggregate of the amount
of all dividends paid and distributions made on, and purchases and retirements of, Common Stock
subsequent to December 31, 1975 shall not exceed the Consolidated Net Income of the Corporation
earned after such date to ihe date of calculation less the aggregate amount of all dividends paid and
distributions made on, after December 31, 1975, the capital stock of the Corporation (other than the
Common Stock) to the date of calculation and less the aggregate amounts expended after December
31, 1975, to purchase or retire any such capital stock (other than Common Stock) to the date of
calculation. For the purposes of this paragraph (b) dividends or distributions by the Corporation shall
include all outstanding investments in and/or loans and advances (whether made by the Corporation or
any of its subsidiaries) to any holder, affiliate thereof, or member of an affiliated group of holders of capital
stock of the Corporation with voting power sufficient to exercise control of the Corporation, but shall not
include (i) investments in and/or loans and advances to any direct or indirect subsidiary of the Corporation
or any corporation in which such holder's or group of holders' interest is an indirect interest solely through
the Corporation and its subsidiaries, (ii) any payments made, pursuant to any tax sharing agreement, to any
entity with which the Corporation is included in a consolidated income tax return or ( i i i ) dividends
payable solely in shares of Common Stock of the Corporation or warrants or rights to subscribe for or
purchase any security of the Corporation. Also for the purposes of this subdivision 3 of this paragraph
(b) the term "Consolidated Net Income of the Corporation" shall mean the aggregate of the net income
of the Corporation and its subsidiaries after el iminating all offsetting debits and credits between the
Corporation and its subsidiaries and portions of earnings properly at tr ibutable to minority interests, if any,
in common stocks of subsidiaries, after making provision for dividends accrued on preferred stock, if
any, of subsidiaries not owned by the Corporation or by another subsidiary, and after eliminating: any
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gains in excess of losses resulting from the sale or other disposition of capital assets (i.e., assets other
than current assets), any gains resulting from the write-up of assets, any earnings or losses of any cor-
poration acquired by the Corporation or any subsidiary in a pooling of interests for any year prior to the
year of acquisition, any reversal of any contingency reserve, except to the extent that provision for such
contingency reserve shall have been made during the period, any reversal of any reserve for tax, except
to the extent of any excess of any such reserve over the amount ult imately determined to be due and
payable, any portion of the net earnings of any subsidiary which is unavailable, under applicable law or
under the terms of any agreement or instrument to which the Corporation or any of its subsidiaries is a
party or bound or to which any of the assets of the Corporation or any of its subsidiaries are subject,
for payment of dividends to the Corporation, any undistributed earnings from any other person (other
than a subsidiary), any tax sharing payments retained by the Corporation pursuant to any tax sharing
agreement between the Corporation and any corporation controlling the Corporation, all determined in
accordance with generally accepted accounting principles.

4. The terra "date of cumulation" as used in this resolution with reference to the Series A Pre-
ferred Stock shall be deemed to mean the date on which shares of the Series A Preferred Stock are first
issued. In the event of the issue of additional shares of the Series A Preferred Stock, the "date of
cumulation" with respect to such additional shares of Series A Preferred Stock shall be deemed to mean
the date on which such additional shares of the Series A Preferred Stock are first issued. For the
purposes of this resolution the phrase "set apart for payment" in respect of the payment of dividends
or sinking funds shall not be construed as requiring deposit of any funds in trust or in any special
account, but shall merely mean that out of the funds available for the payment of dividends or sinking
or purchase funds, a sum sufficient for the payment of dividends or sinking or purchase funds on the
Series A Preferred Stock shall be reserved by appropriate notation on the books of the Corporation.

(c) Redemption of Series A Preferred Stock

All the Series A Preferred Stock, or any part thereof, at any time outstanding may be redeemed by
the Corporation on or after April 1, 1981, at its election expressed by resolution of the Board of Direc-
tors, upon not less than thirty (30) days previous notice to the holders of record of the Series A Pre-
ferred Stock to be redeemed, given by mail and by publication in such manner as may be prescribed by
resolution of the Board of Directors, upon payment of $22 per share together with the amount of any
dividends accrued and unpaid thereon to the date fixed for redemption (the "redemption price"); pro-
vided, however, that Series A Preferred Stock may be redeemed only after ful l cumulative dividends upon
the Series A Preferred Stock then outstanding shall have been paid or declared and a sum sufficient for
payment thereof set apart for such payment for all past dividend periods and after or currently with
making payment of, or declaring and setting apart for payment, fu l l dividends on the Series A Preferred
Stock then outstanding (except the shares of Series A Preferred Stock to be redeemed) to the end of the
current dividend period. In order to facilitate the redemption of any shares of Series A Preferred Stock
that may be chosen for redemption as provided in this paragraph (c) the Board of Directors shall be
authorized to exercise its discretion to cause the transfer books of the Corporation to be closed as to
such shares not more than 60 days prior to the designated redemption date. Any notice mailed in the
manner prescribed by the Board of Directors to the holder at his address as the same shall appear on
the books of the Corporation, shall be conclusively presumed to have been given whether or not the
holder receives the notice. If less than all the outstanding Series A Preferred Stock is to be redeemed,
the redemption may be made either pro rata or by lot in such fair and equitable manner as may be
prescribed by resolution of the Board of Directors. The Corporation shall provide moneys for the
payment of the redemption price of the shares called for redemption by depositing the amount thereof on
or before the redemption date for account of the holders of the Series A Preferred Stock entitled thereto
with a bank or trust company having capital and surplus of at least fifty million dollars ($50,000,000).
From and after the date fixed in any such notice as the date of redemption (unless default shall be made by
the Corporation in providing moneys sufficient for the payment of the redemption price pu r suan t to
such notice) all dividends on the Series A Preferred Stock called for redemption shall cense to accrue
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and all rights of the holders thereof as stockholders of the Corporation, except the right to receive the
redemption price as hereinafter provided, shall cease and terminate. After the deposit of such amount
with such bank or trust company, the respective holders of record of the Series A Preferred Stock to
be redeemed shall be entitled to receive the redemption price at any time upon actual delivery to such
bank or trust company of certificates for the number of shares to be redeemed, duly endorsed in blank
or accompanied by proper instruments of assignment and transfer thereof duly endorsed in blank. Any
interest accrued on funds so deposited shall be paid to the Corporation from time to time and the
holders of shares of Series A Preferred Stock to be redeemed shall have no claim to any such interest. Any
moneys so deposited which shall rem^;" ••;—'-:~«*<* K" ih.e ho |Hprc of such Preferred Stock at the end of
five (5) years after the redemption date, shall be paid by such bank or trust company to the Corporation.
Series A Preferred Stock redeemed pursuant to the provisions of this paragraph shall have the status of
authorized but unissued Preferred Stock, but such shares shall not be reissued as Series A Preferred Stock.

(d) Priority of the Series A Preferred Stock in the Event of Dissolution (i.e. Liquidation Preference)

The Series A Preferred Stock shall be preferred over the Common Stock and any class or series of
stock ranking junior to the Series A Preferred Stock as to assets in the event of any liquidation or
dissolution or winding up of the Corporation, and in that event the holders of the Series A Preferred Stock
shall be entitled to receive, out of the assets of the Corporation available for distribution to its stock-
holders, $22 per share, together with the amount equal to all dividends accrued and unpaid thereon
to the date of final distribution, for every share of the Series A Preferred Stock held by them before
any distribution of the assets shall be made to the holders of the Common Stock or any other class or
series of stock ranking junior to the Series A Preferred Stock as to distribution of assets. Upon any
liquidation, dissolution or winding up of the Corporation, after payment shall have been made in full
on the Series A Preferred Stock as provided in the preceding sentence, but not prior thereto, the Common
Stock or any other series or class of stock ranking junior to the Series A Preferred Stock as to distribution
of assets shall, subject to the respective terms and provisions, if any, applying thereto, be entitled to
receive any and all assets remaining to be paid or distributed and the Series A Preferred Slock shall not
be entitled to share therein. If upon any liquidation or dissolution or winding up of the Corporation
the amounts payable on or with respect to the Series A Preferred Stock are not paid in full, the holders
of shares of the Series A Preferred Stock together with all classes or series of stock ranking on a parity
with the Series A Preferred Stock as to distribution of assets shall share ratably in any distribution of
assets according to the respective amounts which would be payable in respect of the shares held by them
upon such distribution if all amounts payable on or with respect to the Series A Preferred Stock and any
other class or series of stock that so ranks on a parity with the Series A Preferred Stock were paid in full.
Neither the merger or consolidation of the Corporation with another corporation nor the sale or lease
of all or substantially all the assets of the Corporation shall be deemed to be a liquidation or dissolution
or winding up of the Corporation.

(e) The Sinking or Purchase Fund for the Series A Preferred Stock

The Corporation (unless prevented from doing so by law or by applicable restrictive provisions
in these resolutions, in the Certificate of Incorporation or in any mortgage, deed of trust, indenture or loan
agreement or arrangement of the Corporation, as in effect from time to time, or for any other reason)
shall establish a sinking or purchase fund out of assets legally available therefor and set aside in cash for
payment on the first business day of each year commencing with the year 1982 (each such date being
herein called the "sinking fund payment date") such sum as may be required to redeem 6%% of the
Series A Preferred Stock originally issued until all the Series A Preferred Stock shall be redeemed or
otherwise acquired by the Corporation. Shares of Series A Preferred Stock acquired or redeemed by
the Corporation otherwise than through operation of the sinking or purchase fund may, at the option of
the Corporation, be credited, at the redemption price per share of the Series A Preferred Stock, against
one or more sinking fund requirements which the Corporation may designate and shall reduce the sum
required on the sinking fund payment date. If on any sinking fund payment date the funds of the Corpo-
ration legally available therefor, or for any reason herein stated, shall be insufficient (together with any
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shares voluntarily redeemed or acquired and credited against the sinking or purchase fund requirement)
to discharge the sinking or purchase fund requirement in full, such amount of the funds as is legally
available and not restricted from such application by the terms of this paragraph (e) shall be set aside
for the sinking or purchase fund. Such sinking or purchase fund requirement shall be cumulative so that
if, for any year or years, such requirement shall not be ful ly discharged for any reason as it accrues, funds
legally available therefor and not restricted from such application by the terms of this paragraph (e)
shall be applied thereto until all such requirements are discharged. On each sinking fund payment date
the amount set aside on such date shall be used to redeem Series A Preferred Stock in the manner pro-
vided in paragraph (c) of this resolution, at the redemption price for the Series A Preferred Stock.

Shares of Series A Preferred Stock redeemed or otherwise acquired by the Corporation may be held
in the treasury of the Corporation or cancelled and given the status of authorized and unissued shares,
but such shares shall not be reissued as shares of the Series A Preferred Stock.

(f) Voting Rights

1. Except as may be otherwise herein or in the Certificate of Incorporation, as amended, of the
Corporation or by law otherwise specifically provided, each holder of shares of the Series A Preferred
Stock shall at every meeting of stockholders of the Corporation be entitled to one vote for each share
of the Series A Preferred Stock held by such stockholder and the holders of the Series A Preferred Stock
shall vole together with the holders of the Common Stock and together with the holders of any class or
series of stock, entitled to vote in the manner provided in this sentence, as one class (and not each as a
separate class) on any matter that may be brought before any such meeting.

2. If at the time of any annual meeting of the stockholders of the Corporation for the election
of directors (A) either (or both) a "default in preference dividends, in the first instance," or a "default
in sinking fund payments, in the first instance," as such terms are hereinafter defined, shall exist, the
holders of the Series A Preferred Stock voting separately as a class (subject, however, to the provisions
of subdivision 5 of this paragraph ( f ) ) shall have the right to elect two members of the Board of Directors
of the Corporation, and no more, and (B) either (or both) a "default in preference dividends, in
the second instance," or a "default in sinking fund payments in the second instance," as such terms
are hereinafter defined, shall exist, the holders of the Series A Preferred Stock voting separately as a
class (subject, however, to the provisions of subdivision 5 of this paragraph ( f ) ) shall have the right to
elect such additional number of directors as shall constitute a majority of the Board of Directors of the
Corporation, and no more.

Notwithstanding the foregoing whenever any of the above enumerated defaults shall commence to
exist and the holders of Series A Preferred Stock shall be entitled to elect directors in accordance with
the terms of this subdivision 2 of this paragraph ( f ) , the Secretary of the Corporation (or if at the time
the Corporation has no Secretary, then the President of the Corporation) shall call a special meeting of the
holders of the outstanding shares of Series A Preferred Stock and any other series of Preferred Stock
entitled to vote in the event of such defaults in accordance with subdivision 5 of this paragraph (f) (here-
inafter sometimes collectively referred to as the Special Voting Preferred Stock), such special meeting to
be held within 120 days after the date of any of such enumerated defaults for the purpose of enabling the
holders of the Special Voting Preferred Stock to elect such members of the Board of Directors as herein
provided; provided, however, that such special meeting need not be called if an annual meeting of stock-
holders of the Corporation for the election of directors shall be scheduled to be held within such 120
days.

At any meeting held for the purpose of electing directors at which the holders of the Special
Voting Preferred Stock voting as a single class shall have the right to elect directors as provided in this
subdivision 2 of this paragraph ( f ) , the presence, in person or by proxy, of a majority of the voting
interest of the Special Voting Preferred Stock at the time outstanding shall be required and be sufficient
to constitute a quorum of such class for the election of any director by the holders of the Special Voting
Preferred Stock as a single class and the majority vote of the Special Voting Preferred Stock so present at
such meeting shall be sufficient to elect any such director. For the purposes of the preceding sentence only,
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so long as GL Corporation, a Delaware corporation ("GL") or any of its affiliates shall own any Com-
mon Stock of the Corporation, any Special Voting Preferred Stock owned by GL or any of its affiliates shall
not be entitled to cast a vote at such meeting of the Special Voting Preferred Stock and such shares not
entitled to vote shall not be counted for quorum purposes. At any such meeting or adjournment thereof,
(A) the absence of a quorum of the holders of the Special Voting Preferred Stock shall not prevent the
election of directors, if any, to be elected by the holders of stock other than the Special Voting Preferred
Stock and the absence of the quorum of stock other than the Special Voting Preferred Stock shall not
prevent the election of the directors to be elected by the holders of the Special Voting Preferred Stock,
and (B) in the absenct ^ „—.. , .... ^Uli^i'«i! .!.- holders of the Special Voting Preferred Stock or of
the holders of stock other than the Special Voting Preferred Stock (if the meeting shall not be a special
meeting solely of the holders of the Special Voting Preferred Stock), or both, a majority of the voting
interest, present in person or by proxy, of the class or classes of stock which lack a quorum shall have
power to adjourn the meeting for the election of directors which they are entitled to elect, from time to
time, without notice other than announcement at the meeting, until a quorum shall be present.

Prior to any such special meeting, the number of directors of the Corporation shall be increased to
the extent necessary to provide as additional places on the Board of Directors the directorships to be
filled by the directors to be elected thereat. Any director elected as aforesaid by the holders of shares
of the Special Voting Preferred Stock shall cease to serve as such director whenever the default or defaults
that provided the basis for such election shall cease to exist. If, prior to the end of the term of any
director elected as aforesaid by the holders of shares of the Special Voting Preferred Stock, a vacancy
in the office of such director shall occur by reason of death, resignation, removal or disability, or for any
other cause, such vacancy shall be filled for the unexpircd term by the remaining director or directors elected
by the Special Voting Preferred Stock. Any director elected by the holders of shares of the Special Vot-
ing Preferred Stock may be removed without cause only by vote of the holders of majority of the
votes of the Special Voting Preferred Stock entitled to be cast at an election of directors. For the
purposes of this subdivision 2 of this paragraph ( f ) , a "default in preference dividends, in the first
instance" shall be deemed to have occurred whenever the amount of dividends in arrears upon the
Series A Preferred Stock shall be equivalent to six full quarter-yearly dividends or more, and "default
in preference dividends, in the second instance" shall be deemed to have occurred whenever the amount
of dividends in arrears upon the Series A Preferred Stock shall be equivalent to ten full quarterly-yearly
dividends or more, and, having so occurred, either of such defaults in preference dividends shall be
deemed to exist thereafter until, but only until, all dividends in arrears on all shares of the Series A
Preferred Stock then outstanding, shall have been paid or declared and set apart in trust for payment.
For the purposes of this subdivision 2 of this paragraph (t), a "default in sinking fund payments, in
the first instance" shall be deemed to have occurred whenever the amount of sinking or purchase fund
payments in arrears upon the Series A Preferred Stock shall be equivalent to two full annual sinking
or purchase fund payments or more, and a "default in sinking fund payments, in the second instance"
shall be deemed to have occurred whenever the amount of sinking or purchase fund payments in
arrears upon the Series A Preferred Slock shall be equivalent to five full annual sinking or purchase
fund payments or more, and, having so occurred either of such defaults shall be deemed to exist
thereafter until, but only until, all sinking or purchase fund payments in arrears on all shares of the
Series A Preferred Stock then outstanding shall have been paid or declared and set apart in trust for
payment. The terms "dividends in arrears" or "sinking funds in arrears" whenever used in this sub-
division 2 of this paragraph (0 with reference to the Series A Preferred Stock shall be deemed to
mean (whether or not in any period in respect of any such arrearages there shall have been surplus
or net profits of the Corporation legally available for the payment of dividends or sinking funds or whether
such dividends or sinking funds are not made for any other reason) that amount which shall be equal,
in the case of dividends, to cumulative dividends at the rate expressed in this resolution for the Series A
Preferred Stock for all past quarterly dividend periods less the amount of all dividends paid, or deemed
paid, for all such periods upon such Series A Preferred Stock or, in the case of sinking or purchase funds,
the cumulative sinking or purchase fund payments at the amount expressed in this resolution for the
Series A Preferred Stock for all past sinking fund periods less the amount of all sinking or purchase funds
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paid, or deemed paid (including credits in lieu of payments), for all such periods upon the Series A
Preferred Stock. Nothing herein contained shall be deemed to prevent an increase in the number of
directors of the Corporation pursuant to its By-laws as from time to time in effect so as to provide as
additional places on the Board of Directors the directorships to be filled by the directors so to be v/.w~..~
by the holders of shares of the Special Voting Preferred Stock, or to prevent any other change in the
number of the directors of the Corporation.

In the event directors elected by the holders of shares of the Special Voting Preferred Stock con-
stitute a majority of the directors of the Corporation and the Corporation has assets legally available
for the payment of dividends and/or sinking or purchase funds, but the Board does not apply the
assets to the payment of dividends and/or sinking or purchase funds in arrears, the directors elected
in an election in which the holders of the Common Stock participated (excluding any directors elected by
the Preferred Stock pursuant to any special voting rights, in the event of defaults, granted to such Preferred
Stock) (or any director who shall have filled the vacancy of the office of any such director, elected in an
election in which the holders of the Common Stock participated, in the manner provided in the By-laws of
the Corporation) are hereby authorized as a permanent Committee of the Board of Directors of the
Corporation to declare and pay dividends on, or make sinking or purchase fund payments in respect of,
any series of Preferred Stock of the Corporation entitled by its terms to any such declarations, payments
or purchases for the purpose of eliminating any arrearages, provided that there are assets legally available
for any such payments or purchases. The membership of such Committee may not be changed by the
Board of Directors.

3. So long as any shares of the Series A Preferred Stock shall be outstanding, the Corporation
shall not, without the affirmative vote or written consent of the holders of two-thirds of the aggregate
number of shares of the Series A Preferred Stock at the time outstanding voting separately as a class,
(A) alter or change the powers, preferences or rights given to the Series A Preferred Stock by this resolu-
tion, or (B) authorize or create any class or series of stock ranking, either as to payment of dividends or
distribution of assets, prior to the Series A Preferred Stock. In addition to any requirement imposed
by subdivision 4 below, so long as any shares of the Series A Preferred Stock shall be outstanding, the
Corporation shall not, without the affirmative vote or written consent of the holders of a majority of
the aggregate number of the Series A Preferred Stock at the time outstanding (subject, however, to the
provisions of subdivision 5 of this paragraph ( f ) ) , authorize or create any class of stock ranking either
as to payment of dividends or distribution of assets, on a parity with the Series A Preferred Stock or
increase the authorized number of the shares of Preferred Slock.

4. So long as any shares of the Series A Preferred Stock shall be outstanding the Corporation
shall not, without the affirmative vote or written consent of the holders of a majority of the outstanding
shares of the Series A Preferred Stock, voting separately as a class,

(A) increase the number of outstanding shares of the Series A Preferred Stock or authorize,
create or issue any series or class of stock ranking, either as to payment of dividends or distribution
of assets, on a parity with the Series A Preferred Stock outstanding unless, after giving effect to the
issuance of such stock ranking on such a parity with the Series A Preferred Stock, the Consolidated
Net Tangible Assets (including the proceeds from such issuance, whether or not such proceeds are
from an Acquisition Transaction as defined in clause (B) below) of the Corporation are equal to
at least two and one-half times the aggregate liquidation preference of the shares of the Series A
Preferred Stock and any class or series of slock ranking on a parity with the Series A Preferred
Stock either as to the payment of dividends or the distribution of assets outstanding after such
issuance;

(B) sell substantially all the assets of the Corporation or consolidate or merge the Corporation
with or into any other corporation (an "Acquisition Transaction") for securities unless (a) any
securities exchanged for Series A Preferred Stock shall be preferred stock the terms of which are
substantially similar in all material respects to the Series A Preferred Stock exchanged and (b)
the Consolidated Net Tangible Assets of the surviving corporation available to the Series A Preferred
Stock (or to the preferred stock the terms of which are substantially similar to the Series A Preferred
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Stock in all material respects) immediately after giving effect to the Acquisition Transaction shall
be equal to at least two and one-half times the aggregate liquidation preference of the Series A
Preferred Stock and any class or series of stock ranking on a parity with the Series A Preferred
Slock as to the payment of dividends or the distribution of assets outstanding after the Acquisition
Transaction; provided that, except for the requirements of subclause (a) of this clause (B), nothing
in clause (A) or in this clause (B) shall prevent (or require the vote or consent of the holders of
shares of the Series A Preferred Stock with respect to) the issuance of Preferred Stock ranking on a
parity as to dividends or distribution of assets with the Series A Preferred Slock issued to acquire a
EJ.;^- •• • • • . - - • .u.^.ni^ a m.,0«T or consolidation of any consolidated subsidiary of Cerro Corpora-
tion, a New York corporation ("Cerro"), as any such entity existed on the dale of the business com-
bination of Cerro and ihe Marmon Group, Inc. (Michigan) with or into the Corporation or any
subsidiary thereof, or through a sale of assets between any of the above, unless the minority interests
in any such corporaiion to be so merged or consolidated, or whose assets are so to be so sold, shah1 have
increased (other than through the exercise of employee slock options or existing rights to acquire
such corporation's capital stock) through the issuance of equity securities as compared to the minority
interests in such corporaiion on the date of such business combination, in which event this proviso
shall not be applicable to such corporation;

(C) issue any shares of any class or series of stock ranking on a parity with the Series A
Preferred Stock as to the distribution of assets if after giving effect to such issuance the aggregate
liquidation preference of such issue shah1 exceed 115% of the amount or value of the aggregate
proceeds (whether cash or property) received or to be received by the Corporation in respect of
such issuance; or

(D) enter into any Acquisition Transaction in which the holders of Series A Preferred Stock
would be required to accept cash before the date, in accordance with paragraph (c) of this resolution,
on which the Series A Preferred Stock may be redeemed or accept cash in an amount less than the
redemption price per share.

For the purposes of this subdivision 4 of this paragraph ( f ) , "Net Tangible Assets" of a corporation
shall mean the sum of all assets (less depreciation and valuation reserves and items deductible under
generally accepted accounting principles) which, under generally accepted accounting principles, would
appear on the asset side of the balance sheet of such corporation (excluding any shares of stock or any
indebtedness of such corporation held in its treasury, any franchises, licenses, permits, patents, patent
applications, copyrights, trademarks, trade names, goodwill, experimental or organizational expenses,
unamortized debt discount and expense, research and development costs, deferred charges, unamortized
excess cost over book value of assets acquired and all other items treated, in accordance with generally
accepted accounting principles, as intangibles), less the sum of all items which, in accordance with
generally accepted accounting principles, would be included in determining tolal liabilities as shown
on the l iab i l i ty side of the balance sheet and "Consolidated Net Tangible Assets" shall mean the Net
Tangible Assets of the Corporation and its subsidiaries on a consolidated basis determined in accordance
with generally accepted accounting principles.

5. Notwithstanding anything to the contrary in these resolutions, the Board of Directors of the Cor-
poration may provide, in connection with the issuance of additional series of Preferred Stock pursuant to
the terms of Article Fourth of the Certificate of Incorporation of the Corporation, as amended, voting
rights to the holders of any such series which permit such holders to vote together as a class with the
holders of the shares of the Series A Preferred Stock with respect to any of the matters set forth in sub-
divisions 1, 2 and 3 (second sentence only) of this paragraph (f) if the Board determines that the terms
of such series of Preferred Stock warrants such voting rights and, in such event, the holders of shares of
the Series A Preferred Stock and the holders of shares of any such other series of Preferred Stock shall
vote together as a class and wiihout regard to series and the granting of such rights or any other voting
rights with respect to any such other series of Preferred Stock shall not be deemed to alter or change in
any respect the powers, preferences, or rights given to the Series A Preferred Stock; provided that each
share of such Preferred Stock given voting rights shall not have voting rights in excess of the quotient
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determined by dividing the liquidation preference of such Preferred Stock, in the event of liquidation or
dissolution or winding up of the Corporation, by 22, and if any right accruing to any series of the Pre-
ferred Stock to vote for the election of directors in the event of any default in a dividend, sinking or pur-
chase fund payment shall accrue, at a time when the Series A Preferred Stock shali uut u.o^ u<. wumicu 10
vote, the Series A Preferred Stock shall be entitled to vote with such series of Preferred Stock, and any
other series of Preferred Stock also entitled to so vote, as a single class to elect such number of directors
as are to be elected whether or not there has been a default with respect to the rights of the Series A
Preferred Stock enumerated in subdivision 2 of this paragraph ( f ) . For the purpose of the proviso
to the preceding sentence the liquidation preference of any series of Preferred Stock ranking junior'
to the Series A Preferred Stock as to distribution of assets shall be determined in accordance with the
requirements of clause (C) of subdivision 4 of this paragraph (f) if the liquidation preference to which
such series of Preferred Stock is entitled does not meet such requirements.

6. Nothing contained in this paragraph (f) or in these resolutions shall require any vote or consent
of the holders of the shares of the Series A Preferred Stock in connection with the authorization or
issuance of any one or more additional series of Preferred Stock ranking junior to the Series A Preferred
Stock as to dividends and distribution of assets.

(g) Valuation of assets

For the purposes of these resolutions any questions of valuations of assets for any purpose, including,
without limitation, determining the amount or value of proceeds from the issuance of any class or series
of capital stock or determining the carrying value of assets or liabilities on the books of the Corporation or
determining the value of any distribution of assets, shall be conclusively decided by the Board of Directors
of the Corporation.

(h) Certain definitions

Notwithstanding anything to the contrary in these resolutions, the term "affiliate" shall have
the meaning which the term affiliate has under the Securities Act of 1933 as amended, except that for
the purposes of determining affiliation, the reasonable determination of the Board of Directors of the
Corporation shall be conclusive; the term "control" shall mean holding the voting interest of 25% or more
of the capital stock of a corporation. So Jong as GL or any of its affiliates shall hold any shares of
Common Stock of the Corporation, for the purposes of determining a majority vote of the Series A
Preferred Stock outstanding, and of determining a two-thirds vote of the Series A Preferred Stock out-
standing under subdivisions 3 and 4 of paragraph (f) (i) in those cases in which the Series A Preferred
Stock shall be entitled to vote separately as a single class, then a majority vote shall mean (x) a majority
vote of the Series A Preferred Stock outstanding, including the Series A Preferred Stock held by GL
and any of its affiliates, and (y) a majority vote of the Series A Preferred Stock outstanding, excluding
the shares of Series A Preferred Stock held by GL and any of its affiliates, ( i i ) in those cases in which
more than one series of Preferred Stock shall be entitled to vote together as a single class, then a majority
vote shall mean (x) a majority of such shares of Preferred Stock outstanding voting together as a class,
including the shares of Preferred Stock held by GL and any of its affiliates, and (y) a majority vote of such
outstanding shares of Preferred Stock voting together as a class, excluding any shares of Preferred
Stock held by GL and any of its affiliates, and ( i i i ) in those cases in which the Series A Preferred Stock
shall be entitled to vote separately as a single class then a two-thirds vote shall mean (x) a two-thirds
vote of the Series A Preferred Stock outstanding, including the Series A Preferred Stock held by GL
and any of its affiliates, and (y) a major i ty vote of the Series A Preferred Stock outstanding, excluding
the Series A Preferred Stock held by GL and any of its affiliates. GL and its affiliates shall include GL,
its affiliates and each successor to any such person (other than a successor which was not an affiliate
thereof immediately prior to such succession).

(i) Reports

So long as any Series A Preferred Stock shall be outstanding, the Corporation shall file with the
Securities and Exchange Commission such supplementary and periodic information, documents and re-
ports as may be required pursuant to section 13 of the Securities Exchange Act of 1934, as amended,
in respect of a security registered pursuant to section 12 of the Securities Exchange Act of 1934, as
amended, to the extent said Commission will accept such filings and submit annual reports to the holders
of the Series A Preferred Stock.
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Item 3. Intereit of Expert* and Other* in the Registration Statement.

Mr. Thomas F. Githens, a Director of the Registrant, is a Vice President of Smith, Barney & Co.
Incorporated, the investment banking firm which rendered its opinion in connection with this Registration
Statement.

Item 4. Indemnification of Director* and Officer*.

Section 145 of the General Corporation Law of Delaware provides, in substance, that: (1) under
certain circumstances a corporation may indemnify a director or officer made party to, or threatened to
be made party to, any civiJ, criminal, administrative or investigative action, suit or proceeding (other
than an action by or in the right of the corporation) because he is or was a director, officer, employee -
or agent of the corporation, or because he is or was so serving another enterprise at the request of the
corporation, against expenses, judgments, fines and amounts paid in settlement reasonably incurred
by him in connection with such action, suit or proceeding, if he acted in good faith and in a manner
he reasonably believed to be in or not opposed to the best interests of the corporation, and, with respect
to criminal cases, had no reasonable cause to believe his conduct was unlawful; (2) under certain
circumstances a corporation may indemnify a director or officer made party to, or threatened to be made
party to, any action or suit by or in the right of the corporation for judgment in favor of the corporation,
because he is or was a director, officer, employee or agent of the corporation, or because he is or was
so serving another enterprise at the request of the corporation, against expenses reasonably incurred
by him in connection with the defense or settlement of such action or suit if he acted in good fai th and
in a manner he reasonably believed to be in or not opposed to the best interests of the corporation;
and (3) a director or officer shall be indemnified by his corporation against expenses reasonably incurred
by him in connection with and to the extent that he has been successful on the merits or otherwise
in defense of any action, suit or proceeding referred to in the preceding sentences, or in defense of
any claim, issue or matter therein.

Under Registrant's By-Laws indemnification of directors and officers will be provided for to the
fullest extent permitted under the General Corporation Law of the State of Delaware. The General
Corporation Law of the State of Delaware and the By-Laws of the Registrant also permit the purchase by
the Registrant of insurance for indemnification of directors and officers. The Registrant will succeed
to insurance covering the liability of directors and officers, including liabilities under the Securities Act
of 1933, purchased by Cerro Corporation from Continental Casualty Company and the Midland Insurance
Company. This insurance will apply to the directors and principal officers of Cerro-Mannon, Leadership
Housing, Inc. and Golconda Corporation.

Insofar as indemnification for liabilities or expenses incurred by a director or officer in legal
proceedings arising under the Securities Act of 1933, as amended, may be permitted by the foregoing
section of the General Corporation Law of the State of Delaware or by the foregoing provisions of
the Registrant's Certificate of Incorporation, its By-Laws or otherwise, the Registrant understands
that the Securities and Exchange Commission is of the opinion that such indemnification may be against
public policy as expressed in said Act and therefore unenforceable. If a claim for such indemnification
(except insofar as it provides for the payment by the Registrant of expenses incurred or paid by a
director or officer in the successful defense of any action, suit or proceeding or any claim, issue or
matter therein) pursuant to such provisions or otherwise is asserted against the Registrant by a director
or officer of the Registrant in respect of the securities being registered and the Securities and Exchange
Commission is still of the same opinion, the Registrant will, unless in the opinion of its counsel the
question has already been settled by controlling precedent, submit to a court of appropriate jurisdiction
the question whether or not such indemnification by it is against public policy as expressed in said Act
and will be governed by the final adjudication of such issue.

Item 5. Exhibit* Filed.

The following exhibits are filed as part of this Registration Statement:

1A —Agreement and Plan of Merger dated as of January 15, 1976 between Registrant
and Cerro Corporation.

IB —Exchange Agreement dated as of January 15, 1976 among Registrant, Cerro
Corporation, GL Corporation and The Marmon Group, Inc. (Michigan).

2 —Form of Proxy to be used in connection with the Special Meeting of Stockholders
of Cerro Corporation.

3 —Not Applicable.

4 —Not Applicable.

5 —Opinion of Alexander & Green as to legality of security being registered.

n-i
LS 001103

MARGRP CDAdm-1394



jo

z-u
('\>L6l '1C

\ auoj 01 30U3J3J3J Xq
-"!) 'VLdl 'II 3anf R3iep Xqdtn^ uopjog '3 pue 01133 uasmjaq

•uoiiBUiqtnos sssaisnq sqj 01 joud
sq 01 }UEJisi83-a pas uoiiBJodjo3 19 ussMisq lasmsajSE Saueqs

1 00 ST
joj aotjBJodioQ
dl 'II 3anf R3i

Saipus

— H6'9

jo auoj —

•35-9 01 Supppj

sauEipjsqns Jiaqj jo
o 3uoiue

jo SB psjep ju3UJ33.i3v

pue (UB3iqoij\r) -DO] '
pajep

01133 jo yi-Qi QIJO.J oj
'ssunsnpaj |ei3^ ouiojituns puB

pus JB03 jiownaj SUOUIB pus /(q

IE JsquiaoaQ 3uipua
Xq paiejodjooui)

pus §DU
jo

UOUUEJAJ
Suueqs XBI —

tp aoj

Scnpua JB^ aqj JQJ aouEiodio^
'gg-9 pae V6'9 S'WR*3 °5

paB noi)BjodjO3 iqsiqnsjij^j oj OJJSQ aiojj

SuijEJsdQ —

CW6I
jo y(-Q\ auoj oj

'1C
OJJSQ jo

pus
01
pus

J[OJ31PJ SUOUJE

'j jgqoioQ P

3uipU3 JE3-( 31)1 JOJ UOIJBJOd

Xq psiEJodJoouj) 'o]3J3q) uinpusppE
'S3ijjsnpu[ [Bj3{/\l ouinjuuns I -DUI 'uorj

J3qiU333Q 3u|pU3

Xq psiEJodJoouj)
3qj JOJ UO|lBJodJO3

>/.6I '91 JsqtnsosQ jo SB
JO OJJOJ OJ 33U3J3J3J

jusujpusaiB pas
'I J3qono psiBp uopBJodjo3 iqsiqnsji^ PUB psjiuin '

'uorpiujsuoQ paE |E03

•U33J9

'OC

('££61

3qj SUOUIB justussiSy

JspoBxsiv 'SJSS3j\ jo
JOJ UEId

'HC'9 WW3.

jsjij paB
SUOUIE

jo

33U3J3J3J /(q

'3"! 'dnojQ UOUIJBW

jo qiaoai sqi joj uouEJodjo3 01133 J° >I"8
'QC'9 J!9!1P{H °) 9unEi3J Si.61 '81 3unf

puB uoijEJodio^ OJJS^ u33M)3q }U3Ui33j8v uoiisoipjoqns —

J1P3JO —

oj

CS/,61
01 33U3J3J3J Xq

|EuoijBN

jo qjuoin sqj JDJ uoi]EJodJO3 OJJ33 jo ^-g ULIOJ
-QC'9 JIIIM^H Ol 3anE|3J SZ.6I '81 3unf

pnB aoijBJodjo3 OJJ33 uss^isq iu3CU33j3v

'QC'9
pnB uoj)BJOdJ03 OJJ33

('SL61
01 33U3J3J3J Xq
jjuBg Xio JBUOIJEM

('§i6l '3unf P qjuouj sqi JDJ uoiiEJodio^
Xq p3]BJodjo3uj) 'SJ3pu3[ |BUonninsu; U1E1J33 p

'OC 3nnf P SB psjEp in30i33jSv

jo qjnom oqi JDJ uoiiBJodJ03 OJJSQ jo 5J-8 auoj
'81 3unf P3'BP

iU3UJ33j3v

jo >{-8 UJJQJ 01
d

PUB

'9C'9

Sinpus SJBSX aqj ioj
joj uoiiBJodio^ OJJ33 jo
SB 'XuBdiuo^ 33UBJnsu[

jo y-Qi sauoj PDB ^951
-g uiJoj 01 33U3J3J3J Xq psiEJodjosuj) -pspusuis

3i]i pus BoiJsuiy jo Xusdiuo^ 33uejnsni
/.961 '9 XjBnjqsj jo iu3tu33j3y 3JON

P3JJ3J3JJ

•uotiBaiqaios sssaisnq sqi oj joijd psidopB aq o) lusjisiSsy jo SMB-j-Xg jo UJJDJ —

'UOIlEUrnmo^ sS3tTISnn am 01 inl.id DSjdopB 3q Ol ^3O]$ p3JJ3J3JJ

01 3aiiB[3j jtrejisiSsH jo sjopajia jo pjFog jo snoijn|os3J jo CDJOJ —

sssuisnq 01 aoud 01 vi'9 'iqiR^H °' JD3cup°a^V J°

P uoiiBJodjosuj jo

O6'9

J6'9

Q6'9

D6'9

Q6'9

V6'9

8'9

S'9

IC'9

HC'9

— JC'9

3C'9

QC'9

DC'9

9C'9

VC'9

Ql'9

oi'9

— fll'9
vt'9



6.91 —Amendment dated December 16, 1974 to Exhibit 6.9H. (Incorporated by refer-
ence to Form 10-K of Cerro Corporation for the year ending December 31,
1974.)

6.9J —Agreement between Cerro and C. Gordon Murphy and letters relating thereto
dated February 12, 1975. (Incorporated by reference to Form 10-K of Cerro
Corporation for tne year ending December 3i, 1974.)

6.9K —Agreement of February 12, 1975 between Cerro and S. Roy French, Jr. (In-
corporated by reference to Form 10-K of Cerro Corporation for the year ending
December 31, 1974.)

6.9L —Agreement of February 12, 1975 between Cerro and H. Willis Higgs. (Incor-
porated by reference to Form 10-K of Cerro Corporation for the year ending
December 31, 1974.)

6.9M —Agreement of February 12, 1975 between Cerro and J. Hugh Murphy. (Incor-
porated by reference to Form 10-K of Cerro Corporation for the year ending
December 31, 1974.)

6.9N —Agreement of February 12, 1975 between Cerro and Robert F. Long. (Incor-
porated by reference to Form 10-K of Cerro Corporation for the year ending
December 31, 1974.)

6.9O —General Indemnity Agreement of May 1971 between Cerro and Argonaut Insur-
ance Company. (Incorporated by reference to Form 10-K of Cerro Corporation
for the year ending December 31, 1974.)

6.9P —General Indemnity Agreement between Cerro and Highland Insurance Company.
(Incorporated by reference to Form 10-K of Cerro Corporation for the year
ending December 31, 1974.)

7 —Opinion of Smith, Barney & Co. Incorporated dated January 26, 1976.

Item 6. Undertaking to File Proipectiuet at Amendment!.

The undersigned Registrant hereby undertakes as follows:

(a) That prior to any public reoffering of the securities registered hereunder through the use of
a prospectus which is a part of this Registration Statement, by any person or party who is deemed to
be an underwriter within the meaning of Rule 145(c), the Registrant undertakes that such reofiering
prospectus will contain, or will be amended to contain the information called for by Item 2 with
respect to the securities to be so offered, in addition to the information called for by the other items
of Form S-14.

(b) That every prospectus which is filed pursuant to paragraph (a) above, or which purports
to meet the requirements of Section 10(a)(3) of the Act, will be filed as a part of an amendment to
the Registration Statement and will not be used until such amendment has become effective, and that
for the purpose of determining liabilities under the Act, the effective date of such amendment shall
be deemed the effective date of the Registration Statement with respect to securities sold after
such amendment has become effective.
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SIGNATURES

Pursuant to the requirements of the Securities Act of 1933, the Registrant has duly caused
this Registration Statement to be signed on its behalf by the undersigned, thereunto duly authorized,
in the City of New York, and Stale of New York, on the 26th day of January, 1976.

CERRO-MARMON CORPORATION
(Registrant)

By JAY A. PRITZER
(JAY A. PuiTZlEJl) Chairman of the Board

Pursuant to the requirements of the Securities Act of 1933, this Registration Statement
has been signed below by the following persons in the capacities indicated on the 26th day of
January, 1976.

Blfn»tnre Tltl«

JAY A. PRITZKER
(JAY A. PRITZKER)

Chairman of the Board
(Principal Executive Officer)

ROBERT A. PRITZKER
(ROBERT A. PRITZTER)

President and Director
(Principal Executive Officer)

ROBERT C. GLUTH
(ROBERT C. GLUTH)

Vice President and Director
(Principal Financial and
Accounting Officer)

ROBERT H. CUTLER
(ROBERT H. CUTLER)

Director

THOMAS F. GITHENS
(THOMAS F. GITHENS)

Director

LEWIS B. HARDER
(Lewis B. HARDER)

Director

GEORGE A. JONES
(GEORGE A. JOKES)

Director

G. WILLING PEPPER
(G. WILLING PEPPER)

Director

ALAN WOLF LEY
(ALAN WOLFI.EY)

Director
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CONSENT OF INDEPENDENT ACCOUNTANTS

We hereby consent to the use in the Prospectus constituting part of this
Registration Statement on Form S-14 of our reports dated (1) February 25, 1975
(except as to the fourth paragraph of Note 14 the date of which is April 7, 1975,
ihe mat imuu£ii iourth paia^iaphs of Note D to the consolidated statement of
earnings (loss) the date of which is August 13, 1975, Note 13 the date of which
is November 18, 1975, and the fifth paragraph of Note D to the consolidated
statement of earnings (loss) and the sixth paragraph of Note 6(a) to Note 15
the date of which is January 20, 1976) relating to the consolidated financial
statements of Cerro Corporation and Consolidated Subsidiaries and (2) March 16,
1973 relating to the consolidated financial statements of Leadership Housing, Inc.
and its subsidiaries, both of which reports appear in such Prospectus. We also
consent to the reference to us under the headings "Consolidated Statement of
Earnings (Loss)—Cerro" and "Experts" in such Prospectus.

PRICE WATERHOUSE & Co.

New York, New York
January 23, 1976

LS 001107
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CONSENT OF CERTIFIED PUBLIC ACCOUNTANTS

We consent to the references to our firm under the captions "Consolidated
Statement of Earnings of The Marmon Group, Inc. (Michigan)" and "Experts"
and to the use of our report dated May 16, 1975 (August 13, 1975 as to the
...-.'.,;: referr-"1. ro in the second paragraph of the report, November 13, 1975
as to the third and fourth paragraphs of Note 9, November 19, 1975 as to Note
10 and August 13, 1975 and January 20, 1976 as to the third through fifth
paragraphs of Note 5) with respect to the consolidated financial statements of
The Marmon Group, Inc. (Michigan) described in such report in the Proxy State-
ment of Cerro Corporation, which is referred to and made part of this Registration
Statement (Form S-14) and related Prospectus of Cerro-Marmon Corporation.

ARTHUR YOUNG & COMPANY

Chicago, Illinois
January 23, 1976

LS 00/J08
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CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

We consent to the inclusion, in the Registration Statement (Form S-14) to be
used in registering under the Securities Act of 1933, shares of Series A preferred
stock, par value $1 per share of Cerro-Marmon Corporation, of our report dated
March 19, 1973, except as to the restatement of the 1972 financial statements, as
to which the date is March 12, 1974, which is included in the Prospectus.

We further consent to references to us under the caption "Consolidated State-
ment of Earnings (Loss)—Cerro" and "Experts" in the Prospectus.

COOPERS & LYBRAND

New York, N. Y.
January 23, 1976
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CONSENT OF SMITH, BARNEY & CO. INCORPORATED

We hereby consent to the use of our opinion dated January 26,* 1976, included
as Exhibit C herein, and to references to us under the headings "Summary Informa-
tion about the Proposed Business Combination—Business Combination Nego-
tiations" and "The Business Combination—The Business Combination Committee—
Smith, Barney & Co. Incorporated".

SMITH, BARNEY & Co. INCORPORATED

By ROBERT H. HOTZ
First Vice President

New York, New York
January 22, 1976

* or such later date as the Registration Statement becomes effective.

LS 001110
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CONSENT OF MESSRS. LEVENFELD, KANTER, BASKES & LIPPITZ

We consent to the reference to our firm name under the captions "Federal Income Tax Consequences
—Constructive Dividend" and "Other Tax Matters" and to the use of our opinions under said captions
in the Registration Statement.

LEVENFELD, KANTER, BASKES & LIPPITZ

Chicago, Illinois
January 22, 1976
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LIST OF ADDITIONAL CONSENTS FTLED HEREWITH

1. Gates Engineering Company

2. John T. Boyd Company

3. The consent of Messrs. Alexander & Green is included in their opinions filed as Exhibits 5 and
6.8 hereto.
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LIST OF ADDITIONAL CONSENTS FILED HEREWITH; *

1. Gates Engineering Company ^.
•v

2. John T. Boyd Company ^

3. The consent of Messrs. Alexander & Green is included in their opinions filed as Exhibits 5 and
6.8 hereto.
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SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D. C 20549

FORM 10-K

Annual Report Pursuant to Section 13 or 15(d) of
The Securities Exchange Act of 1934

For the Fbcal Year Eaded Deccnber 31, 1975 FOe Nnber 1-1518

CERRO CORPORATION1
(Exact mm* of rccMnot m

NewYo*
(SO* or otter jvMktfo* of

13-lM953f

60C4339 Sooth LaSaDe Street, Chkafo,
(A&frw of principal txccith* offlcta)

RefMnafs (elepkoM aambcr, mctaAaf area code (312) 372O09*

Secuttfes refistend pusunt to ScctfOT 12(b) ol dM Ae*

Title of Each C1*M Namo <rf E>ch Exchmnge on WUcb Rcfiitend

Cerro Corporation Common Stock
par value $3.33 VS per share

New York Stock F.ichinge
(to Febmary 24, 1976)

ponoaat to SecdoB 12(g) of the Art

None

Indicate by •^•jpark whether the registrant ( 1 ) has filed all reports required to be filed by Section
13 or 15(d)FW%e Securities Exchange Act of 1934 during the preceding 12 months (or for such
shorter period that the registrant was required to file such reports), and (2) has been subject to such
filing requirement* for the past 90 days.

Yes |x] No D

• Cerro Corporation was merged into Cerro- Mannon Corporation, a Delaware Corporation, on February
24, 1976. Accordingly, this Form 10-K Annual Report is being filed by Cerro-Marmon Corporation
on behalf of Cerro Corporation,
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PART I

ITEM 1. BUSINESS

GENERAL

Incorporated in New York in 1915 as the successor to mining enterprises in
Peru which were commenced in 1902, Cerro Corporation (the term "Cerro" refers
to Cerro Corporation and its subsidiaries unless otherwise required by the
context) is engaged in the United States in the manufacture and sale of refined
copper, copper and brass mill products, electric wire and cable, electrical
metallic tubing and valves, fittings, regulators and other control equipment
for pressurized gases; coal mining and other mining operations; common carrier
motor freight operations; and real estate operations. A wholly-owned subsidiary,
Cerro Sales Corporation, ("Cerrosales"), conducts world-wide trading activities
in non-ferrous refined metals, concentrates and other raw materials including
copper, lead, zinc, silver and bismuth. Cerro also has a 22.252 interest in
Southern Peru Copper Corporation, a company which is engaged In large copper
mining operations in Peru; a 122 interest in an iron ore mining venture in
Australia; and various interests in several relatively small mining and manu-
facturing companies in Peru.

On February 24, 1976 Cerro Corporation merged into Cerro-Marmon Corporation,
a Delaware corporation ("Cerro-Marmon"), pursuant to a vote of shareholders
duly taken on such date, approving an Agreement and Plan of Merger and an
Exchange Agreement each dated as of January 15, 1976, pursuant to the terms of
which GL Corporation, a Delaware corporation ("GL"), exchanged all the out-
standing shares of capital stock of The Harmon Group, Inc. (Michigan), a
Delaware corporation ("Marmon"), for five million newly Issued shares of the
common stock of Cerro-Marmon, and Cerro then merged into Cerro-Marmon, with the
outstanding shares of common stock of Cerro held by persons other than Marmon
being converted into and exchanged for an equal number of shares of Preferred
Stock of Cerro-Marmon. The Agreement and Plan of Merger and the Exchange
Agreement, each dated as of January 15, 1976, appear aa Exhibits A and B,
respectively, to the combined Notice of Special Meeting of Stockholders
and Proxy Statement for Special Meeting of Stockholders dated January 26, 1976
and filed with the Securities and Exchange Commission, which is hereby
incorporated by reference.

Accordingly, this Form 10-K. Annual Report for the fiscal year ended
December 31, 1975 is being filed by Cerro-Marmon on behalf of Cerro.
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(a) PRODUCTS, SERVICES, MARKETS AND METHODS OP DlSTRiBOTlb»

Functioning through four operating groups, i.e., manufacturing, real eat
trucking and mining, Cerro's principal products, services rendered, principal**"'
markets and methods of distribution are as follows:

MANUFACTURING GROUP

The operations of the Manufacturing Group are carried out through Cerro
Copper Products Division ("Cerrocu"), Cerro Metal Products Division ("Cerromet"),
Cerro Wire and Cable Co. Division ("Cerrowlre"), Cerro Communication Products
Division ("Cerrocom"), Cerrosales and Golconda Corporation ("Golconda").

Cerrocu

Cerrocu produces and sells copper plumbing tube and related items, thin-
wall industrial copper tube, and electrolytic copper cathode. Plumbing tube is
sold principally to plumbing wholesalers direct from the mill and through fifteen
regional warehouses. Industrial tube is sold primarily to original equipment
manufacturers. Sales of electrolytic copper cathodes are divided approximately
equally between sales on the open market to the ultimate user and to Cerrosales
for resale (see "Cerrosales" below). Cerrocu also distributes a line of plastic
plumbing fittings for another manufacturer.

On March 7, 1975 Cerrocu settled an 18 week old strike which had closed
down its Sauget, Illinois manufacturing facility by signing a new three-year
contract with the United Steelworkers. Management believes the terms of the
new contract will permit Cerrocu*s operation at SaugeC to remain competitive from
the standpoint of labor costs for the term of the new contract.

Cerromet

Cerromet produces and sells brass mill products, including brass and bronze
rod, bar, shapes, wire, forgings, screw machine parts and die castings, as well
as certain low melting point alloys, principally to original equipment manufac-
turers and metal distributors.

The principal markets for products manufactured by Cerromet and sold by it
to fabricators are the housing, automotive, industrial process and control equipment,
and communication and electrical equipment industries. In addition to the foregoing,
a small portion of Cerromet'a total sales are to distributors of brass rod products.

On April !?,-> 1975 Cerromet settled a six week strike of the United Auto Workers
at its princlpaî factlity at Beliefonte, Pennsylvania following expiration of a
labor agreement".-" Cerro's management believes that the settlement terms will not
place the diviwtea at a competitive disadvantage.

During the second half of 1974 and the first half of 1975 the division experi-
enced a substantial decrease in demand for its rod and fabricated parts products.
This decrease began to abate In the third quarter of 1975 and showed further
improvement in the fourth quarter.'

LS 001235
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Cerrowire

Cerrowire produces aad sells single and multi-conductor building wire and
cable, control, power and instrumentation cable, aerospace and marine cable,
copper vire rod, electrical metallic tubing and coaxial cable.

Cerrowire's products are sold through its own sales offices, manufacturer's
representatives, and distributors to (i) the construction industry, (ii) public
utilities, and (iii) diversified manufacturers, including those in the defense,
maritime, and aerospace industries. In early 1976, it is expected that Cerrowire
will commence the manufacture of intermediate metal conduit in a new building at
its Syosset, New York facility. Cerro has acquired a building in East Granby,
Connecticut, and related equipment, resulting in an expansion of production of utility
wire and cable.

Cerrocom

Cerrocom manufactures coaxial cable and passive devices and sells them
directly and through distributors to cable television system builders and
operators.

Cerrosales

Cerrosales conducts worldwide metal trading activities. It trades, generally
in a hedged position, in metal contracts on The Commodity Exchange, Inc. in New
York, the London Metal Exchange and foreign exchange markets. Cerrosales deals
in non-ferrous refined metals, concentrates and ores, including copper, lead,
zinc, silver and companion metals. On December 20, 1974 Cerrosales was appointed
copper sales agent in the United States and Canada for Corporacion del Cobre,
Chile, an agency of the Government of Chile which oversees moat copper production
and sales operations of Chile.

Golconda

As a result of private purchases and a tender offer concluded at the end of
May 1974, Cerro owns approximately 86.6t of the outstanding snares of common
stock of Golconda and approximately 73.5Z of the outstanding shares of its pre-
ferred stock, or approximately 85% of Golconda's total voting stock. Golconda
is engaged in the manufacture and sale of valves, fittings, regulators and other
control equipment for pressurized gases. The propane gas market has historically
accounted for approximately 70Z of Golconda's business. The propane market
currently is depressed because of the high cost of propane gas. In addition, •
Golconda's share of such market has eroded. Golconda's products are sold prin-
cipally in the United States by a variety of methods, including both direct
sales and sales through distributors and dealers. Golconda sold Its food service
equipment business and its precision components and assemblies business in the
first half of 1975.
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REAL ESTATE GROUP

Cerro's wholly-ovned subsidiary, Leadership Housing, in,. t -_-_aed primarily
in the residential real estate business. (The tern "Leadership" refers to Leadership
Housing, Inc. and its subsidiaries unless otherwise required by the context )
The principal real estate operations include (i) housing operations consisting
of the development, construction and sale of communities of single family homes,
including condominium units; (ii) the sale of improved and unimproved land; and*
(iii) the development, construction, sale and management of rental apartment
complexes. In addition. Leadership is a participant in Joint ventures engaged
in real estate development.

Leadership has been experiencing operating losses and severe liquidity
problems. It is the intention of Cerro management to reduce substantially Che
business, operations and debt levels of Leadership through an orderly liquidation
of inventories designed to minimize losses. As a result of the depressed condi-
tion of the real estate market existing in the United States generally, and in
Florida in particular, an orderly liquidation of inventories designed to preserve
corporate assets is likely to take several years. Based upon the information
presently available, management believes that this liquidation will take place
while adverse market conditions prevail. Management does not intend to acquire
additional properties or undertake new projects except to the extent required to
sell existing properties.

Liquidity

Leadership, because of its operating losses, experienced working capital
deficiencies during the first half of 1975 and was without sufficient cash to
meet operating requirements. Even with capital infusions, Leadership was not
able to comply with various covenants under the loan agreement with its principal
bank lenders pursuant to which it had borrowed $42.5 million during 1973-1974.

In June 1975, the loan agreement was restated and amended. Credit avail-
able to Leadership under the loan agreement was increased by $12 million (from
$42.5 million to $54.5 million) and the maturity date was extended to April 1,
1977. The principal lenders agreed to provide $2 million of this increase and
Cerro agreed to provide $10 million, all to provide funds for working capital
and to pay short-term Indebtedness. In connection with such restatement and
amendment of the loan agreement, Cerro purchased from Leadership: (1) all of
the Issued and outstanding capital stock of Tamarac Utilities, Inc., Leadership's
wholly-owned utility company; (11) a note and mortgage from Tamarac Utilities,
Inc. co Leadership* th* prepayments of which are to be made directly to Leadership's
lenders co reduce- tm* unpaid principal amount under the loan agreement; (ill)
certain accounts nm*«£vable of Leadership from Tamarac Utilities, Inc. The
purchase price fovmmcfc assets was $15.75 million, of which approximately $12
million was paid in cash to Leadership and approximately $3.75 million was paid
by issuance of a nonrecourse Cerro note (secured by the Tamarac note and mortgage
referred to above). In the event of a disposition of Tamarac Utilities, Inc. by
Cerro, Cerro must pay to the lending banks the amount of proceeds of such dis-
position which exceeds such purchase price and certain other payments which
amount will be credited to reduce Leadership's debt under the Loan Agreement.
The Cerro note was pledged to provide additional collateral under the loan
agreement and payments of the principal thereof are to be made directly to the
pledgee. All such funds (and the terms under which they were made available)
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were meant co sustain Leadership for the foreseeable future. For information on
the interest rate, elimination of compensating balances and further terms of the
loan agreement, see Note 8 and Note 6(a) to Note 14 of the Notes to Cerro's
Financial Statements.

Cerro was required under the terms of the loan agreement to subordinate
amounts owing to it from Leadership (other than the $10 million to be advanced
under the loan agreement and $5 million evidenced by two notes which are pari
passu to the lending banks' claims under the loan agreement) to the claims of
the lending banks. Such subordination covers past advances only.

The loan agreement contains, in addition to provisions normally found in
such similar debt instrument, covenants which Cerro's management believes are
consistent with its decision to reduce substantially Leadership's business
operations and debt levels, such as a prohibition against the acquisition of any
real estate, a prohibition against the commencement of new projects and required
prepayment of the loan by application of a specified portion of the proceeds
from the disposition of its assets. As of December 31, 1975 Leadership was not
in compliance with all of the requirements of the loan agreement; on March 11,
1976 the loan agreement was amended to eliminate all such existing events of
default. See Note 6 to Note 14 of the .Notes to Cerro's Financial Statements.

Of the $12 million made available to Leadership under the amended loan
agreement executed on June 18, 1975, the principal bank lenders have advanced
their entire $2 million and, as of March 19, 1976, Cerro had advanced $9.2
million. All such funds ware required by Leadership to meet its cash require-
ments. $.8 million remains available under the amended loan agreement. In the
first quarter of 1976 Leadership had to borrow $1.5 million to meet its cash
requirements. See Note A to the Statement of Earnings (Loss). In light of such
cash requirements and limited availability of additional funds. Leadership's
management has formulated goals with respect to overhead reduction, the reduction
of cash outflow through the cooperation of lenders and other creditors, housing
unit sales and reduction of land inventory. Even if these goals are achieved,
there can be no assurance that temporary financing for working capital purposes
will not be needed, or that if needed, will be available. See "Real Estate Group—
Pending Legal Proceedings." At December 31, 1975 the amount of Cerro's equity in
Leadership was $34.7 million and the only material legally binding commitment of
Cerro (other than the loan agreement) in respect to Leadership is in connection,
with surety bonds amounting to approximately $33.4 million, guaranteeing Leadership's
performance under certain construction contracts. A substantial amount of work
has been performed under such contracts, but it is not possible to predict the
cost of Cerro, if any, under the surety bonds. See also "Real Estate Operations—
Recent Development."
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Results of Operations

Leadership's revenues from sales declined from approximately §160
in 1973 to approximately $96 million in 1974, resulting in a pre-tax loss of
$13.6 million in 1974 as contrasted with a pre-tax profit of approximately $11 9
million in 1973. In 1975 Leadership's revenues from sales further declined from
the 1974 level of $96 million to $44 million resulting in a pre-tax loss of
$32.5 million. Of the pre-tax loss experienced during 1975, approximately $8 million
was attributable to a write-off of goodwill (which arose from Cerro's acquisition of
Leadership) that was being amortized over a 40 year period and was determined to be of
no continuing benefit to Cerro. The write-off of goodwill does not generate any
income tax benefit. Leadership has completed an evaluation of substantially all
its real estate inventories to determine that they are carried at the lower of
cost or estimated net realizable value, as explained in Motes 1 and 3 to Note 14
of Notes to the Financial Statements. In connection with this evaluation,
write-downs and other charges of approximately $8.7 million were charged to
operations during the year ended December 31, 1975. See Note 3 to Note 14 of Notes
to Financial Statements. There can be no assurance that there will not be further
write-downs of inventories, which will depend on changes in the real estate market.

For the condensed financial statements relating to the following analysis of the
results of operations of Leadership, see Note 14 to the Financial Statements
which contains (a) a statement of operations for the years ending December 31,
1975 and December 31, 1974 and (b) a balance sheet at December 31, 1975 and
December 31, 1974.

The principal factors underlying Leadership's decline in profitability for
1974 were a decline in sales and r.he impact of the substantially higher interest
rates prevailing during that year combined with rapid inflation in material and
labor costs. For 1975, the economic recession caused a decline in consumer
confidence whereby new home buyers withdrew from the markets in which Leadership
operates, resulting in fewer sales. The lack of new home buyers discouraged
other builders from acquiring land parcels from Leadership thereby eliminating
sales and profits from this activity. In Florida, Leadership's most Important
market, the withdrawal of potential buyers coincided with the completion by all
builders of a record number of dwelling units resulting in an oversupply of
unsold units.

The depressed state of the single family market did not result in a sub-
stantial decline in Leadership's revenue for 1974 from the sale of single family
homes as compared with 1973, because such revenues for 1974, for the most part,
were derived from the closing* on homes under contracts entered into in 1973.
The gross profit Mrgin, however, on sales of single family homes In 1974 and in
the year ended D«c«Bb«r 31, 1975 declined substantially owing principally to
materially increased costs of interest, labor and materials and the inability to
recover these coat Increases in full from purchasers of such homes under the
terms of Leadership's contracts. See "Single Family Housing" below for infor-
mation on the decline in the number of contracts entered into for single family
homes during 1974 and 1975 as contrasted with the prior comparable periods.

There was a substantial decline in 1974 and a lesser decline in 1975 in the
revenues from the development, construction, sale and management of multi-family
housing. The declines resulted primarily from economic conditions prevailing in
the housing industry during 1974 and 1975. The revenues recognized in 1973 were
attributed to sales made in prior years. In 1973 Leadership substantially
reduced its sales and construction activities with respect to multi-family
housing.

LS 001239
6

T

MARGRP CDA dm -1530



During L975, one apartment sale was recognized compared to two projects
recognized in 1974. See Note 1 to Note 14 of Notes to Cerro's Financial State-
ments for methods of accounting for revenues from sales of multi-family projects.

Leadership's revenue from sales which do not fall within its principal
operations and certain production related revenues and expenses are encompassed
within the "Other" category, in the Statement of Operations contained in Note 14
to the Financial Statements. This category consists of operations which are
ancillary to Leadership's principal businesses such as country clubs constructed
for the purpose of making homes and land more marketable and utility services.
Leadership's gross revenues from this category were higher in 1973 than 1974
because of sales in 1973 of an office building and two country clubs for $7.7
million. Such sales in 1973 also resulted in a gross profit of $1.3 million in
that year, as contrasted with a gross loss in 1974 of $2 million attributable to
increased operating expense and a decline in profitability of Richmar Develop-
ment Corporation, a Leadership subsidiary engaged in the development of commercial
real estate properties, and losses of a utility corporation. See also "Water and
Sever Facilities" below. Leadership's gross revenues from this category were
higher in 1975 than 1974 because of the sale in 1975 of an office building for
$.7 million. Such sales in 1975 resulted in a gross loss of $1.7 million,
contrasted with a gross loss in 1974 of $2.3 million. The reduced loss resulted
primarily from improved profits from the utility operation and reduced operating
expenses.
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Single Family Housing

The following table sets forth certain information as of D» —x
and 1974 with respect to single family housing units under constr^«"n

3l>

p.L6C6d I or con-

Housing Units
Under Contract
and Under Con-
struction or
Completed (1)

Housing Units
Completed or
Under Construction,
But Not Under
Contract (2)

Housing Bast
Pain Beach County, Florida
Broward County, Florida
Pinellas County, Florida

Housing Vest
San Diego, California
Leucadia, California
Orange County; California
Northern California and
Nevada

1975

108
11

119

45
18
27

42

132

251

1974

10
276
5

291

41
6
39

18

104

395

1975

93
44

137

80
84
48

10

222

359

1974

14
238
68

320

44
132
148

18

342

662

(1) Although Cher* are contracts covering these housing units, there can
be no assurance that the purchasers will perform. It haa been Leadership's
practice to retain all or a substantial portion of the purchasers' deposit and
resell the unit rather than attempt to enforce such contracts. The purchasers'
deposit varies from approximately $500 on units sold in California to somewhat
higher amounts on housing units sold in Florida.

(2) Does not Include additional housing units which are not under con-
struction but which are included in the current plans for the respective develop-
ments and which may be subsequently constructed. Includes certain housing units
on which refundable reservation deposits have been received from the prospective
purchaser and which, at the option of such prospective purchaser, may subsequently
result in binding contracts.
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The following cable sees torch information as co concraccs entered inco
for, and deliveries of, single family housing unics during che years ended
December 31, 1975 and 1974 and single family housing units contracted for but
not delivered as of such dates:

Year Ended
December 31,
1975 1974

Housing Units contracted for sale (net of
cancellations) 612 648

Housing delivered 803 2,250

Housing Units contracted for sale but not delivered
at end of period 268 459

As of December 31, 1975, Leadership had a backlog of orders for 268 single
family housing units aggregating approximately $11,150,000, as compared with 459
single family housing units aggregating approximately $16,000,000 at December 31,
1974. The backlogs for these years compare with 2,061 single family housing units
aggregating approximately $62,000,000 at December 31, 1973. Although there are
contracts covering housing units under order, there can be no assurance that the
purchasers will perform. It has been Leadership's practice to retain all or a
substantial portion of the purchaser's deposit and resell the housing unit rather
than attempt to enforce such contract.

The decline in each of the periods was due to a number of factors, including
che limited availability of mortgage financing, substantially higher mortgage
interest rates, buyer concern with the state of the economy, and the adoption by
Leadership of a policy to reduce backlog owing to the difficulty of securing contracts
with purchasers which protect Leadership against substantial increases in the cost
of labor and materials and interest attributable to single family housing units
during the period of construction. However, the number of units contracted for
sale increased during the last half of 1975 reflecting the introduction of a
new single family housing project in the Northern California division of Housing
West and the results in Housing East of a major advertising program coupled with
substantial price reductions on completed condominium and single family homes which
were instituted to reduce carrying costs. Housing East increased activity will not
result in a proportionate increase in gross profit because of the substantial price
reductions involved. Initiation of new single family projects required to sell
existing land inventory will depend on the market and cost conditions enumerated
above. Leadership does not contemplate acquiring additional land for single family
projects.
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Multi-Family Projects

Three projects were completed In 1975, of which one was sold in 1975 and
two were sold in 1974. See "Recent Development" for information relating to an
additional project. e^anus

In substantially all multi-family projects constructed and sold by Leadership,
Leadership has guaranteed for a specified period either (i) a fixed rate of
return to the purchaser or (ii) that revenues from the project will be sufficient
to meet expenses and debt service. Typically, the guarantees are for a period
of from two to three years after completion, and with respect to some projects
under certain conditions may be extended to five years after completion of
construction and with respect to three projects the guarantees are for up to
thirty years after completion of construction.

Land Sales

Leadership has acquired large parcels of unimproved land for its own use as
well as for sale to other developers. The approximate landholding interests of
Leadership, other than those presently under development with the joint ventures
mentioned below consist of, at December 31, 1975, 650 acres in Broward County,
Florida; 860 acres in Palm Beach County, Florida; 4,170 acres in Pinellas and
Hillsborough Counties, Florida; 435 acres in Orange County, California; 55 acres
in San Diego, California; 145 acres in Contra Costa County, California; and an
aggregate of 140 acres in Maui and Kauai, Hawaii. As the home-building industry
deteriorated in 1974, Leadership ceased negotiations to acquire options on
additional property and allowed other options to expire without exercise. The
losses in 1974 attributable to the options which expired aggregated approximately
$1.2 million. There were no significant losses attributable to expired options
in 1975.

A major source of financing of Leadership's land development has been borrow-
ings from real estate investment trusts ("REIT's"). REIT's have been experiencing
significant problems relating to liquidity which effectively eliminated this group
as a source of financing for land development activities. Commercial banks,
which have substantial commitments to the REIT's, curtailed their direct real
estate lending activities further limiting available sources of funds. As a
result, potential buyers of Leadership's lands are having difficulty obtaining
necessary financing for acquisition and development activities.

As a result of the foregoing and the depressed state of the single family
home market, Leadership's land sales declined from $30 million in 1973 to $2.9
million in 1974. Land sales for 1975 totalled $3.2 million. It is not expected
that land sales vlll return to previously existing levels until such time as
there is a general Improvement In the housing industry, and an increase in the
availability of funds for land development at lower rates of interest than
generally prevailed in 1974 and 1975.
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Pending Legal Proceedings

Leadership is a defendant in numerous lawsuits which have arisen in the
normal course of its business. In the opinion of the management of Leadership,
such suits will not have a materially adverse effect upon Leadership; however,
the timing and amount of a judgment or settlement in one or more of such actions
could adversely affect Leadership's cash position. See the discussion under the
heading "Liquidity" elsewhere herein.

Water and Sewage Facilities

Tamarac Utilities, Inc., a wholly-owned subsidiary of Cerro, (the stock of
which was purchased from Leadership in connection with the financing referred to
under "Liquidity" herein), services the City of Tamarac, Florida and the sur-
rounding area. Operations are conducted under an exclusive and perpetual certi-
ficate issued by the Florida Public Service Commission. Tamarac Utilities, Inc.
also has a franchise agreement with the city, largely with respect to the use of
public rights of way, in consideration of a payment by the utility to the city
of an amount equal Co the net of 4 percent of the gross sales of the utility,
less certain building or permit fees. During the 24 month period ended December 31,
1975 the results of operations of this utility were approximately break even.
An application is presently pending before the Florida Public Service Commission
for an increase in the rates the utility may charge its customers. The utility
is presently charging its customers on the basis of an interim rate order allowed
by the Commission, representing approximately 30Z of its rate request. The
utility expects the Commission to issue a final order within the near future.
During 1974 and 1975, approximately $5.9 million, was expended on plant and system
expansion. In addition, funds for additional facilities will be required in an
amount which is estimated to be approximately $1.2 million for 1976. It is
presently contemplated that funds for such additional facilities will be pro-
vided by Cerro. The facilities are subject to regulation by the Florida Public
Service Commission, Florida Department of Environmental Regulation (Health
Department and Pollution Control), and the Central and Southern Florida Flood
Control District (water diversionary rights).

Recent Development

Cerro has committed to provide Leadership with a construction loan of
$4,020,000, secured by (a) a first Deed of Trust on real estate, (b) a security
interest in personal property and (c) an assignment of rents, for a 300-unit
apartment complex to be constructed by Leadership in Dallas, Texas, known as the
Meadow Road II Project. This project has been sold in advance of construction,
for approximately $6,000,000. Construction commenced in January, 1976 and is
anticipated to be completed by January 1, 1977. In conjunction with this con-
struction loan, Cerro has made certain completion and repayment guarantees
which, together with the $4,020,000 construction loan, create a maximum exposure
to Cerro of approximately $6,627,000. In the event that Cerro is required to
provide funds under the guarantees, the repayment of all sums (other than the
$4,020,000 construction loan, which will be repaid upon completion and delivery
of the project to the purchaser and funding of the permanent loan, and except
for approximately $520,000) may not be made to Cerro until Leadership pays all
of its obligations under its aforementioned loan agreement, an event which, if
it occurs, will most likely not occur for a substantial period of time. As of
March 19, 1976, $569,784 had been advanced under the terms of the construction
loan.
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Joint Ventures

Leadership currently has an interest in four ventures with investors. The
first is a partnership agreement relating to approximately 2,100 unsold acres in
Palm Beach County, Florida at December 31, 1975. Leadership manages, on behalf of
the partnership and for a fee, the development and ultimate sales of this tract
for 50? of the profits (but not losses) on approximately 800 acres of the unsold
property at December 31, 1975 and shares equally in profits and losses on the re-
maining 1,300 acres. Sales by the foregoing partnership resulted in a pre-tax
profit (loss) to Leadership of approximately $(.5) million in 1975 compared to
approximately $1.6 million in 1974.

The second venture, in the City of Tamarac, Florida, is with a group of
private trusts of which members of the Pritzker family, including Messrs.
Jay A. Pritzker and Robert A. Pritzker, are the beneficiaries. The venture was
formed in December 1972, at which time Leadership sold a large tract of unimproved
building property to the trusts for an aggregate purchase price of approximately
$22,415,000, of which $17,932,000 was paid in cash and the balance was paid by a
note secured by a second mortgage on approximately 40Z of the property.

Under the terms of an agreement, approximately 40Z of the property, zoned for
6,141 dwelling units is to be improved and sold under the management of Leadership,
with Leadership and the trusts sharing equally in net profits. The trusts bear all
losses. During 1973 and the early part of 1974, property zoned for 1,014 dwelling
units and a small parcel of property zoned for commercial use was sold to third
parties resulting in a profit to Leadership and the trusts of approximately
$657,000 each.

In addition, as of December 31, 1975, property zoned for 868 units was under
contracts of sale to third parties; profit, if any, on this sale is not presently
determinable. At the present time, purchasers and contract vendees of property
zoned for 1,693 units of the foregoing parcels (other than the commercial property)
are the subject of lawsuits involving claims for rescission. In addition, all of
the property sold to the trusts is the subject of litigation between Leadership
and the trusts on the one hand and the City of Tamarac on the other, regarding
zoning, density, and sub-division development standards applicable to the property.
The litigation arose out of the annexation of the property by the City of Tamarac
and an attempt by the City to change the sub-division development standards and
co rezone the property for a lower density than was applicable to the property at
the time the contracts for the sale of such property were entered into. Leadership
and the trusts were successful in the lower court and the Appellate Court, but the
suit is presently under appeal by the City of Tamarac to the State Supreme Court.
Leadership is unable to predict the results of the appeal, and the effect, if any,
the results of such appeal will have on the rescission actions.

With respect to another 40X of the property, an agreement requires the trusts
to pay for certain improvements to the property, and Leadership is required to
repurchase portions of the property zoned to permit an aggregate of 4,500 housing
units to be built on the repurchased property. Such repurchases are to be
effected in substantially equal amounts by June 30 of each year through 1979.
The repurchase price is to consist of the purchase cost of the trusts, improve-
ment costs, carrying charges and an additional amount equal to $760 per unit for
which the property is zoned. If Leadership fails to make the required repurchases,
the agreement provides that the trusts may sell the properties; keep all profits;
and set off against a purchase money second mortgage owing to Leadership the
difference, if any, between the price at which the trusts sell the property and
the price at which Leadership would have been required to repurchase the
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property. Based on Leadership's financial position, Leadership and the crusts
amended the agreement in 1975 to provide for a moratorium of the obligations of
both parties until June 30, 1977. In addition, Leadership has an option to re-
purchase additional portions of the improved property zoned to permit approximately
2,700 units on.the same terms as apply to the 4,500 unit tract. Pursuant to the
terms of the amendment to the agreement, Leadership surrendered an option relating
to parcels zoned for 753 units. During 1973 and 1974, Leadership repurchased
property zoned for 1,770 units for an aggregate amount of approximately $4,697,000.
The balance of the property has been used for the construction of two eighteen-
hole golf courses. Construction of a club house is planned for 1976.

There are two ventures with a partnership in which members of the Pritzker
family, including Messrs. Jay A. Pritzker and Robert A. Pritzker, have indirect
interests, relating to parcels of 3,900 acres of property and 235 acres of
property in Broward County, Florida. The ventures were formed in 1973, and call
for Leadership to act as managing partner for the improvement and resale of the
property, with Leadership and the partnership sharing equally in ultimate profits
and losses in each of the ventures. All of the capital requirements for those
ventures will be furnished by the partnership. As a result of market conditions
recently existing in the Florida real estate market, none of the property owned
by those ventures has been sold.

In connection with the two joint ventures with the Pritzker Trusts,
Leadership is contingently liable for approximately $18,800,000 of the
notes payable by the joint ventures at December 31, 1975 to unaffiliated third
parties. Leadership, however, would have recourse to the joint ventures.
See Note 8 to Note 14 of Notes to the Financial Statements.

The ventures in which Messrs. Jay A. Pritzker and Robert A. Pritzker have
interests were commenced at a time when neither was affiliated with Cerro.
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TRUCKING GROUP

Illinois-California Express, Inc., a Nebraska trucking corporation ("ICX"),
is a Class I common carrier of general commodities subject to regulation by the
Interstate Commerce Commission ("ICC") and operates over 18,000 route miles in
all or part of Che states of California, Arizona, New Mexico, Texas, Utah,
Colorado, Nebraska, Kansas, Missouri, Illinois, Iowa, Indiana, Ohio, Wyoming,
Nevada, Oklahoma, Wisconsin and Minnesota. Since its acquisition by Cerro in
1972, ICX has expanded its operating authority through acquisition of the opera-
ting authorities of a number of small trucking companies. During 1974, ICX
received permanent authority from the ICC to acquire Southern Express Company
previously operated by ICX under a temporary authority granted in 1973. As a
result of the Southern Express acquisition, ICX extended routes directly covered
by it from Chicago, Illinois, to the northern Ohio area, including the cities of
Cleveland, Akron, Warren and Toledo. ICX has applications pending before the
ICC for the purchase of certain operating authorities of Bestvay Freight Lines,
Inc. and Hennls Freight Lines, Inc. of Nebraska, which involve routes to such
cities as Tulsa and Oklahoma City, Oklahoma and Wichita, Kansas and between
Omaha, Nebraska and Kansas City, Missouri. ICX is operating over such routes
under temporary authority granted in prior years by the ICC. ICX continues to
serve customers on a national basis through Interchange agreements with various
trucking companies whose authorities cover portions of the United States for
which ICX has no operating authority.

In October, 1975, ICX was granted permanent authority by the ICC to acquire
certain assets from Arrow Motor Transit, Inc., including its operating authority
between Chicago, Illinois and Fort Wayne, Indiana and a terminal facility in
Fort Wayne. Permanent authority was also granted to enlarge its service in the
Chicago, Illinois area.

At December 31, 1975, the Trucking Group owned twenty-seven terminals. In
addition, twenty-nine terminals were leased by the Trucking Group at an aggre-
gate rental of approximately $849,000 per annum. The leases on the terminals,
five of which are on a month-to-month basis, expire at various dates through
December 31, 1987.

The Trucking Group owns 271 road tractors, 462 converter gears and 1,632
road trailers. In addition, the Trucking Group owns 833 units of pick-up and
delivery and service equipment.
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MINING GROUP

RESULTS OF COAL MINING J3PERATIONS

In 1975 coal mining results included a full year of operations of the
Fetterolf Group as well as operations of G.M.4W. Coal Company, Inc. and
Delta Mining, Inc., both acquired May 28, 1975, and Stott Coal Company, acquired
in August of 1975. Sales for the full year were $79.3 million with S17.0 million
of pre-tax profits for all coal operations combined.

Fetterolf Coal

On September 25, 1974, Cerro acquired, through its wholly owned
subsidiary, Fetterolf Coal and Construction, Inc. ("Fetterolf"), at
a total cost of approximately $34,000,000 in cash, the M.F. Fetterolf
Coal Co., Inc. and its affiliates which own and lease operating properties
in Somerset County, Pennsylvania containing coal reserves, principally
of metallurgical quality.

It is estimated that such properties contain reserves of approximately
40,000,000 tons of clean recoverable-coal. These reserves are contained
in two seams separated vertically by approximately 100 feet in a tract
of approximately 12,000 acres. Such seams are contained in areas of
approximately 4,600 acres and 3,100 acres, respectively, with sulfur
contents of approximately 1.25% and approximately .80%, respectively.
Seams less than 36 inches thick are not considered as reserves.

In addition, Fetterolf owns or leases parcels of land containing
coal deposits. Fetterolf conducts surface mining operations on such
parcels on which there are no comprehensive exploratory studies. Because
of the lack of such studies, Fetterolf is unable to determine the amount
of coal in such parcels which will be exploitable. The extent to which —-•
this coal is mined will depend upon the results of further exploration •"—
studies as well as economic conditions prevailing in the coal industry, -"-—•
neither of which can be predicted at this time. •'---•

In the fourth quarter of 1974, Fetterolf had pre-tax earnings of
$10.5 million on sales of $21.1 million. Operations were interrupted --"•
during the quarter froa November 12, 1974 to December 9, 1974 as a result —
of a United Mine Workers' strike. In 1975, Fetterolf had pre-tax earnings
of $14.5 million on sales of $64.9 million. For information concerning
events affecting Fetterolf'a profitability see "Cerro Management's Discussion
and Analysis of the Consolidated Statement of Earnings (Loss)".

Fetterolf produces low volatile metallurgical coal which is sold
both domestically and abroad. As noted below, a substantial proportion
of Fetterolf's production is dedicated to a long-tern Coal Sales Agreement
with two Japanese corporations. The remaining production is sold on
the open market (the "spot market"). Such spot-priced coal is subject
to wide price fluctuation. Based upon representative shipments, currently
such price continues at its lowest levels of 1975 or approximately $40-
45 per short ton while earlier its 1975 high was $70 per short ton.
The earnings of Fetterolf during the fourth quarter of 1974 were in
large part a result of coal sold on the spot market at record price
levels. Average spot prices for metallurgical coal for 1975, while
higher than those prevailing during the comparable periods in 1974,
have fallen substantially from those prevailing during the fourth quarter
of 1974.
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The demand for metallurgical coal is dependent upon the demand
for steel and in particular the demand for steel made from iron ore/
since steel can be produced from scrap without the use of metallurgical
coal. Because of the world wide decline in steel production, the amount
of metallurgical coal sold in the spot market both domestically and
abroad has declined since the fourth quarter of 1974.

At the time of the acquisition, Fetterolf's underground and surface
mining operations were producing at the rate of 650,000 short tons per
annum. Expansions are now under way which are expected to increase
mine production to 2 million short tons a year at an estimated capital
total cost of $23 million of which approximately $14.0 million had been
expended as of December 31, 1975. The bulk of such production is and
will continue to be from underground mining operations.

Petterolf's coal preparation plant at Boswell, Pennsylvania, which
is also the location of Petterolf's executive and administrative offices,
has a present design capacity to process coal sufficient to produce
about 1 million short tons of clean coal per annum. The location of
the preparation plant provides access to a source of purchased coal
from local independent producers, if desirable. This facility is now
in the process of being expanded to a design capacity of approximately
2.4 million short tons a year at a cost of $4.64 million, of which amount
$1.54 million had been expended as of December 31, 1975. The expanded
coal preparation plant is expected to be fully operational by April
1977.

Coal produced at such preparation plant consists of a blend of
coal obtained from surface mining and underground mining, as well as
coal purchased from unaffiliated third parties.

The following table sets forth certain information as to Petterolf's
operations for the periods indicated.

000'a Short Tons*

Coal
Under- Purchased Total

Surface ground Prom Coal
Mining Mining Others Sold**

July 1, 1973 to December 31, 1973*** 61 161 149 333
1974 257 290 414 965
1975 313 382 454 1001

* Tonnage is calculated after processing at Petterolf's coal preparation
plant.

** Differences in totals of sources of coal and coal sold is accounted
for by inventory.

*»* Petterolf's coal preparation plant went into production in May
1973.
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In the light of the current expansion program described above,
the foregoing table is not indicative of the operations of Fetterolf
in the future. It is anticipated that when the present expansion programs
have been completed, underground mining will constitute a larger portion
of Fetterolf's production.

As of October 1, 1974, Fetterolf entered into a Coal Sales Agreement
with two Japanese corporations for the sale of metallurgical coal beginning
July 1, 1975. Shipments under this Agreement began in April of 1975.
Fetterolf is required to deliver and the buyers are obligated to accept
600,000 long tons (2,240 pounds avoirdupois) during the first nine months
and one million long tons annually thereafter until March 31, 1988.
As of February 29, 1976, the end of the eighth month of the contract,
Fetterolf has delivered 500,000 long tons and stands ready to supply
the additional 100,000 long tons by the March 31, 1976 nine month deadline.
The price under the Coal Sales Agreement is firm for the life of the
contract, subject to adjustment, based upon certain indices, for increased
or decreased costs and to maintenance, in part, of existing profit margins.
At present approximately 73% of Fetterolf's production is being dedicated
to such Coal Sales Agreement. It is anticipated that when the expansion
program discussed above has been completed approximately 50% of such
production will be dedicated to such contract. There can be no assurances
as to the prices or manner of sale of the remainder of such production.

The price foe coal sold under the Coal Sales Agreement is also
subject to certain reductions for failure to meet specifications for
ash and sulphur content. Initial shipments have been subjected to small
price reductions, the causes of which management believes can b« corrected.
The buyers under the Coal Sales Agreement can also reject coal not conforming
to quality requirements in regard to ash and sulfur content if the
coal shipped repeatedly fails to conform to those requirements until
the buyers have received adequate assurance based on testing results
that the coal tendered for delivery will meet content standards. If
such coal fails to meet certain other specifications in two consecutive
shipments, the buyers must accept such coal but only at a penalty to
be borne by Fetterolf to be negotiated. If the next succeeding shipment
fails to meet such other specifications, the buyers may reject such
shipments unless a reduced price is negotiated. In the event of a failure
successfully to negotiate such price, the buyers may terminate the Coal
Sales Agreement.

On December 19, 1974, Fetterolf borrowed from the buyers under
the Coal Sales Agreement $35 million at an interest rate of 9.5% per
annum. The loan is secured by liens upon a substantial portion of the
assets of Fetterolf. Repayment of the loan is to be made in semi-annual
installments over a ten-year period commencing December 20, 1977. Cerro
used a portion of the proceeds of the loan to finance the purchase of
Fetterolf and the balance has been or will be used to expand the existing
facilities as described above. Cerro has guaranteed delivery by Petterolf
of one million long tons of coal in the first full fiscal year of the
Coal Sales Agreement. Petterolf has the right under the loan agreement
to suspend debt service for up to one year should it be unable to ship
coal to the buyers as a result of an event of force majeure as set forth
in the Coal Sales Agreement. In addition, damages resulting from a
breach of the Coal Sales Agreement by the buyers may be offset against
payments due under the loan agreement.
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1Fetterolf owns or leases coal lands located in western Pennsylvania.
Under the terms of the deeds or leases to such lands Fetterolf has the
right to remove and take title to coal in certain specified seams in
such coal lands but usually, as is customary in the industry for underground
mines, does not have title or the right of possession of the surface
of such lands. In most cases the right to remove other minerals or
coal from other seams has been reserved to the grantor. In addition,
Fetterolf owns or leases surface rights to land on which are located
or are to be located existing or proposed mine entrances and various
structures, such as offices, storage and work sheds, and the coal preparation
plant referred to above. Management believes that the material deeds
and leases held by Fetterolf are on terms suitable for their intended
uses. Such leases are numerous and vary in their terms, but management
believes that the terms of the material leases (including permissible
renewals thereon, if any) are sufficient to permit mining to exhaustion
of the reserves covered thereby if it is so desired.

Acquisition of G.M.&W. Coal Co. and Delta Mining, Inc.

At present, all of Fetterolf's underground mines are :-Crated under
contract by the Q.M.ttf. Coal Co. In order to assure contirjed operation
by a qualified underground mining organization, Cerro purchased in the
second quarter of 1975 the G.M.&H. Coal Co. and its sister company,
Delta Mining, Inc., for a price of $7.65 million, of which $2.15 million
was paid in cash and the timing of the payment of the remainder is to
be based on cash flow of those companies over a period estimated to
be four or five years. As of January 31, 197$ $780,471 in principal
and $160,904 in interest has been paid. Both G.N.tW. Coal Co. and Delta
Mining, Inc. mine coal for others.

Acquisition of Stott Coal Company ("Stott")

In the third quarter of 1975, Cerro acquired Stott for a net price
of $5.0 million, of which $1.4 million was paid in cash and the timing
of the payment of the remainder is to be based on cash flow of that
company over a period of time estimated to be three years. At the time
of the acquisition Stott owed Petterolf $1 million net.

The acquisition of Stott, a producer of medium volatile metallurgical
coal located in Pennsylvania approximately 60 miles from the Fetterolf
group, will increase Cerro's annual production capacity by 750,000 short
tons. Since the start up of the preparation plant in May 1975, Stott
has produced medium volatile metallurgical coal approximately 40% of
which is obtained from surface mining of coal owned by Stott and the
balance of which is purchased from independent operations in the area.
It is contemplated that within the next six to 12 months coal obtained i
from surface mining will increase to 50* of total production. The location !
of the Stott preparation plant in Philipsburg, Pennsylvania assures
a source of such purchased coal, if desirable. Coal produced by Stott
does not meet the specifications for the Coal Sales Agreement of Fetterolf,
and is not subject to any sales agreement. Therefore, there is no assurance
of a market for the coal produced by Stott. Stott has two principal
customers, both of which are in the steel industry which purchase substantially
all of its production and on which it is presently dependent.
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It is estimated that certain of the Stott coal properties contain
reserves of approximately 5,000,000 tons of clean recoverable coal.
Coal is mined from a number of seams with a sulfur content of from .80%
to 1.251 which is then blended to achieve a sulfur content of 1.1% which
is permissible within the markets to which Stott sells. These reserves
are contained in several seams in several different tracts of approximately
5,000 acres. In addition, Stott owns or leases parcels of land containing
coal deposits. Stott conducts surface mining operations on such parcels
on which there are no comprehensive exploratory studies. Because of
the lack of such studies Stott is unable to determine the amount of
coal in such parcels which will be exploitable. The extent to which
this coal is mined will depend upon the results of further exploration
studies as well as economic conditions prevailing in coal industry,
neither of which can be predicated at this time.

Transportation

Coal produced by Fetterolf and Stott is transported primarily by
rail and also by trucks. Within the coal industry rail cars are in
short supply from time to time and the unavailability thereof could
have an adverse impact upon Fetterolf1s and Stott's operations and Fetterolf's
ability to comply with the Coal Sales Agreement.

Marketing Arrangements

Fetterolf and Stott's production, including that coal 3014 pursuant
to the Coal Sales Agreement, is marketed through an unaffiliated company
under a contract for a remaining term of 4 years, pursuant to which
such company receives a commission of 2% on the first million tons sold
by each of Fetterolf and Stott and 1% thereafter.

LS 001252

MARGRP CDAdm-1543



CERRO SPAR CORPORATION

Cerro's wholly owned subsidiary, Cecro Spar Corporation ("Cerrospar"),
is the operator and manager of, and has a 70% interest in, a joint venture
which began construction of a fluorspar mine and milling operation in
western Kentucky in June 1972. The project, as originally contemplated,
was completed in mid-year 1974 at a cost to the venture of $6.7 million.
Cerrospar has not in the past contributed to Cerro's earnings and is
not expected to do so in the foreseeable future.

Start up problems and certain underground mining conditions resulted
in unsatisfactory operations in 1974. Production has been curtailed
while further underground exploration continues. It is anticipated
that this exploration work will be completed in late 1976 at a cost
of approximately $1.0 million. On the basis of adequate sampling the
existence of approximately 120,000 tons of approximately 35% fluorspar
(calcium fluoride) has been established. In addition to this tonnage,
based upon limited exploration, the existence of substantial additional
mineralization has been established, but the degree to which these deposits
will be commercially mineable will depend upon the results of the work
currently in progress. Contingent upon the results of this exploration
work the mine would be designed to produce at an annual rate, of 56,000
tons of acid-grade fluorspar. The two principal uses for fluorspar
are in the production of hydrofluoric acid by the cheaical industry
and as a flux in the steel industry. Cerrospar expects to sell all
of its production to the chemical industry. Approximately 50% of its
design capacity is committed to long-term contracts with 2 customers
in the chemical industry. As to the excess of design capacity over
such commitments no contracts have been made.

The fluorspar business in the United States experiences competition
from both European and Mexican producers. However, Cerrospar's principal
competition is from Mexico owing to the shipping advantage that Mexican
producers have over the European producers.

ZIDANI ASBESTOS MINE PROJECT

The mining rights to the Zidani asbestos deposit in northern Greece
are held under long-tern lease by a 71.25% owned Greek subsidiary of
Cerro. The remaining interest is held by the Hellenic Industrial Development
Bank S.A., an agency of the Greek Government, which has provided funds
for field work and related studies. In 1974, Cerro fully reserved the
amount of its investment and has no plans at this time to develop the
deposit.

f
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INVESTMENTS

Southern Peru Copper Corporation

Ac December 31, 1975, Cerro had a 22.25% Interest in Southern Peru Copper
Corporation ("SPCC"). SPCC holds concessions covering two mines, Toquepala, in
operation, and Cuajone, under development, both located inland from the southern
port city of Ilo, Peru.

In 1975 SPCC had sales of approximately $96.6 million and net loss of
approximately S9.6 million, compared with sales and net income in 1974 of approx-
imately $190.5 million and $40.5 million, respectively. The decline in sales
and the reported loss were due principally to a seven week strike of the mine
and smelter employees at Toquepala, lower copper prices and increased fuel costs
during the third quarter of 1975. Since the last half of 1972, dividends were
suspended as SPCC used its earnings in the development of Cuajone.

Pursuant to Peruvian law, the mining community made up of SPCC's employees
will eventually receive 502 of the ownership in SPCC's assets, thereby reducing
proportionately Cerro's interest in SPCC's assets. Under Peruvian law SPCC's
employees are entitled to receive 10% of SPCC's pre-tax income in each fiscal
year, 40% of the 10% which is to be paid in cash and 60Z of the 10% which is to
be attributed to the acquisition of SPCC'3 employees of a 5035 ownership partici-
pation in SPCC's assets. An additional 1% of such annual pre-tax income must be
paid to Peru's Mining, Scientific and Technological Institute. At January 1,
1976 these participations in assets amounted to approximately 8.74% compared
with approximately 9% as of January 1, 1975. For Cerro's method of accounting
for its investment in SPCC, see Note 5 of Notes to Cerro's Financial Statements.

Tax dispute. The Peruvian tax authorities have assessed additional income '
tax against SPCC on a basis which, if upheld, would result in the liability of
SPCC for additional income tax (exclusive of interest and surcharges) in respect/
of the years 1970 through 1974 of approximately $37.2 million. The assessment
for 1970 is presently the subject of an administrative review by the Peruvian
Fiscal Tribunal, the outcome of which may resolve the dispute as to all the
years of assessment. Cerro has no contingent liability with respect to these
assessments.

Toquepala. SPCC has entered into an agreement with Minero Peru Comercial
("Minpeco"), the Peruvian government's export marketing entity for all Peruvian -
mineral products, whereby as of July 1, 1975, the output of the Toquepala mine —
is sold to Minpeco for resale to third parties. As a result of costs related to~
the strike of Toquepala employees, additional financing of approximately $30
million had to b« obtained in order to return production to pre-strike levels,
which is subject to approval by SPCC's lenders described below. At December 31,
1975 estimated ore reserves at the Toquepala mine amounted to 238 million tons
of sulfide ore, with average content of 0.88% copper.

Cuajone. Cuajone is being developed under an agreement with the Peruvian
government requiring minimum annual expenditures. Failure to maintain the
investment program or complete the project as scheduled (December, 1976) in the
absence of force majeure will result in termination of the Cuajone concession
and the loss of SPCC's investment therein. Presently the development of Cuajone
is proceeding in accordance with such schedule.
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f
A Peruvian joint venture has been established to develop and operate Cuajone.

SPCC (with equity of 88.5%) manages the project whila Billiton, N.V., (a Mother-
lands company holding the remaining equity interest which it acquired for $24.75
million paid to SPCC in January, 1976) has assigned senior engineers to SPCC for
work on project development and on subsequent mining and production operations.
Cuajone will have a design capacity of 170,000 short tons of blister copper per
annum. At December 31, 1975 reserves were estimated at 468.4 million tons of
sulphide ore averaging slightly over 17. copper and 22 million tons of oxide
material averaging 1.29% copper. In addition, low grade leach material (both
sulphide and oxide) amount to 106.5 million tons averaging 0.32X copper.

Through December 31, 1975, $397.4 million was borrowed by SPCC under finan-
cing arrangements providing for a total credit of $404 million for Cuajone, in
which 54 different institutions participate. Such financing arrangements restrict
dividends and additional borrowings and grant the lenders a security interest in
the assets of SPCC. In addition, Cerro has agreed to indemnify SPCC against
certain losses and expenses related to refining certain Cuajone copper in Peru
(limited to the amount of future cash dividends paid by SPCC to Cerro out of
Toquepala current and retained earnings over a period not exceeding from four to
seven years). Cerro would also be liable to pay for the value of certain blister
copper from such project estimated not to exceed $5 million even though such
copper may not be delivered. Recently, certain stockholders of SPCC, including
Cerro, arranged for an option to place in effect on or before July 1, 1976,
insurance against the contingent liability with respect to blister copper.
Cerro's coverage under such insurance would be approximately $1.5 million.

Cost overruns exceed the credit available under SPCC'3 financing arrange-
ments by approximately $106 million, including $70 million for working capital.
Borrowings by SPCC to meet these additional costs will require waivers under
such financing arrangements. In order for SPCC to obtain waivers which will be
effective until July 30, 1976 Cerro and the other stockholders of SPCC have in-
vested an aggregate of $20 million ($4.45 million in the case of Cerro) in addi-
tional equity capital In SPCC. Further, an additional offering of equity secur-
ities of SPCC (possibly securities with a preference to dividends) in the amount
of $25 million to SPCC stockholders and to third parties is required by such
lenders. Such offering will reduce Cerro's equity Interest in SPCC to the
extent Cerro does not subscribe thereto. Such equity investments would allow
SPCC to seek additional credit during the waiver period to July 30, 1976. In
the event such additional equity offering is not fully purchased or such addi-
tional credit is not available on a timely basis, the development of the Cuajone
concession by the scheduled date of December 1976 may become impracticable and
the loss of such concession and SPCC's Investment therein may result therefrom.
In such event th« lending institutions would be entitled to accelerate the in-
debtedness relating to the Cuajone financing in connection with which the
lending institution* possess a security interest in all the assets of SPCC.
Preliminary discussions are being held by SPCC with possible sources of such
additional funds. Through December 31, 1975, $557.1 million had been expended
by SPCC in the development of Cuajone.
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Chile

Under arrangements with che Government of Chile providing for compensation
for the expropriation in 1971 of Compania Minera Andina S.A., a Chilean corpora-
tion, 702 owned by Cerro, Cerro received in 1974 a cash payment of $3,223,000
and notes in the principal amount of $38,633,794. Through December 31, 1975,
Cerro had collected $12.3 million in prepayments of principal and $3.8 million in
regular payments of principal on such notes. For a description of such notes,
see Note 4 of Notes to the Financial Statements.

Peruvian Affiliates

In 1974, Cerro received net dividends of $1,136,000 from its Peruvian
industrial and mining affiliates and for 1975, Cerro received net dividends of
$1,081,000 from such affiliates. In 1973 Cerro fully reserved for its entire
investment in its Peruvian affiliates.

Compensation for Expropriation of Cerro de Pasco Corporation

In December 1974, Cerro received from the United States Government $10.0
million plus interest, representing the final installment of the $68.0 million
paid by Peru as compensation for expropriation of Cerro de Pasco Corporation.
The $10.0 million had been paid to the United States Government by Peru in
February 1974.
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Savage River Corporation (Northwest Iron Co. Ltd.)

Through its 24Z equity position in Northwest Iron Co., Ltd. ("Northwest"),
Cerro holds an approximate 123! interest in Savage River Corporation, a joint
venture operating iron ore mining and pellecizing facilities in Tasmania, Australia.
Besides Cerro, the owners of Northwest include Pickands Mather & Co. as operator
and 48% owner with the balance distributed among a number of institutional
investors.

Cerro and Pickands Mather & Co. have agreed to advance sufficient funds to
maintain Northwest's working capital at a level of $500,000"until certain of its
outstanding indebtedness aggregating $18.3 million at December 31, 1975 has been
repaid; such repayment is scheduled for 1983. Under this arrangement, Cerro is
obligated to advance one-third of the funds necessary Co maintain working capital
at such level; Cerro advanced $247,000 in 1971 for this purpose. No advances were
required in 1972, 1973 and 1974. Working capital shortfalls could be in excess of
$500,000 and could be recurring. In the event that Cerro and Pickands Mather & Co.
would find it desirable to have the entire amount of the indebtedness repaid rather
than contribute to working capital, Cerro would be contingently liable for $6.1
million based on outstanding Indebtedness at December 31, 1975. There can be no
assurance that Pickands Mather & Co. would concur in such judgment and agree to
repay that portion of such indebtedness relating to its obligation. In July,
1975, Cerro pledged $1,000,000 principal amount of marketable debt instruments
owned by it to a lending institution as partial security for an interim loan in
the amount of $3,000,000 made to Northwest. On November 7, 1975, in connection
with permanent financing arrangements and upon an increase in the loan to $6,000,000,
Cerro increased the principal amount of pledged securities to $2,000,000. Pickands
Mather & Co. supported the balance of such loan.

In 1973 and 1974, Cerro fully reserved, exclusive of its contingent liability,
the amount of its investment in Northwest. Northwest has never contributed to
Cerro's earnings and it is unlikely that it will contribute to such earnings in
the foreseeable future. See Note 5 of Notes to the Financial Statements for
Cerro's share of the reported profits (loss) of Northwest for recent fiscal
periods.

FOREIGN OPERATIONS

For the calendar years 1972, 1973 and 1974 Cerro recognized net dividends and
other income from foreign affiliates in the amounts of $732,000, $881,000 and
$1,136,000, respectively. The net income for the calendar year 1972 is exclusive
of dividends received from Southern Peru Copper Corporation in the amount of
$3,482,000. For the year ended December 31, 1975, Cerro received net dividend
income of $1,081,000. The results for calendar years 1972 and 1973 reflect only
results from continuing operations. The Division of Enforcement of the Secur-
ities and Exchange Commission is conducting informal inquiries into certain
transactions Involving the company's foreign operations. In the opinion of
Cerro, these transactions are not material to Cerro's continuing business and
operations.
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(b) COMPETITION, BACKLOG, MATERIALS AND SUPPLIES,
FRANCHISES, RESEARCH, EMPLOYEES AND ENVIRONMENT

(L) Compecicion

Manufacturing Group—

The fields in which Cerro's manufacturing divisions operate are intensely
competitive. Although Cerro is a major producer in its fields, a number of its
major competitors in the copper fabricating field are fully integrated and have
captive sources of copper which equal or exceed their fabricating and manufacturing
capacities. Each of Cerro's manufacturing divisions is dependent on non-captive
sources of supply.

(a) Cerrocu—There are approximately 25 primary and redraw domestic copper tube
companies with which Cerro competes. All of these companies have capacity
substantially in excess of demand, a condition aggravated by substantially
reduced demand in the second half of 1974, and the year 1975. .Cerrocu
attempts to compete in the areas of price and service by maintaining regional
warehouses for its product lines, and using its own sales force. In the
sale of electrolytic copper cathodes, Cerrocu competes with all copper
refiners.

(b) Cerrowire—There are a large number of competitors with which Cerrowire -
competes, no one of which necessarily produces the same product line. ~~~
Therefore, its competitive position varies with each type of wire and cabi'e
produced by this division. Conditions are highly competitive.

(c) Cerrocom—There are approximately six major competitors with which Cerrocom
competes, no one of which.necessarily produces the same product line.
Therefore, its competitive position varies with each product produced.
Conditions are highly competitive. -~-~

(d) Cerromet—There are seven major competitors producing substantially similar-
products as Cerromet, as well as over 100 foreign and domestic companies
competing in various lesser degrees with all products produced by this
division. The division competes on the basis of quality of its products
and the geographic locations of its facilities.

(e) Golconda—Golconda is subject to intense competition from a large number-^f
firms in the fields in which it is engaged. Competition varies from older
and larger firms having greater financial resources than Golconda to smaL'l
local and regional competitors which have advantages deriving from proximity
to local markets.

Real Estate Group—

The housing industry is highly competitive. Leadership is one of nany
national home builders and competes with numerous builders (national, regional
and local) of both single and multi-family residences in every area where its
developments are located. Competition is based primarily on design, location
and price. Although it is impractical to estimate the number of companies with
which Leadership competes, there are numerous competitors which are larger, nore
experienced and have greater financial resources.
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Trucking Grou£—

Competicion for freight, within Che geographic market in which ICX
operates, is intense from competing trucking companies as well as other modes of
transportation. Based on the latest available industry statistics, ICX was
among che 50 largest General Commodities Common Carriers in terms of gross
revenues. ICX, which operates under the regulation of the ICC and various State
regulatory agencies has a number of authorities, licenses and franchises with
which it believes it is in compliance.

Mining Group—

Fetterolf and Stott compete with numerous producers, some of whom are
substantially larger, and each has only a small share of the market. In addition,
there are large reserves of metallurgical coal owned by steel companies and
others.

(2) Principal Customers

Neither of the Manufacturing, Real Estate, nor Trucking groups is dependent
on a single customer, or a small number of customers, the loss of which would
have a materially adverse effect on any such group. As to principal customers of
the Mining Group, see "Mining Group."

(3) Backlog of Orders

With the exception of the New Haven plant of Cerrowire, backlog of orders
are not material to the business of the Manufacturing Group. As at December 31,
1975 the New Haven plant had a backlog of orders believed to be firm of $7.9 million
as compared with $18.6 million at December 31, 1974.

As a common carrier, ICX has no long-term agreements with customers and,
therefore, no backlog.
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(4) Sources and Availability of Raw Materials

Manufacturing Group—

Cerro'a Manufacturing Group depends for raw materials (principally
copper used in the production of copper and brass mill products, electrical
wire and cable products) on non-captive sources of supply, including purchases
from United States, Canadian and other foreign producers of primary copper, from
Cerrosales, from scrap dealers and customer generated scrap. Copper produced by
the expropriated operations in Peru had not recently been used as a major source
of copper for Cerro's manufacturing operations, and, therefore, the loss of
Cerro de Pasco Corporation has not had a direct affect on the availability of
supplies for the Manufacturing Group.

Copper is purchased in the United States at U. S. producer prices and
dealer and scrap prices which are generally at variance with one another. When
the U. S. producer prices are below those for scrap and dealer copper, Cerro has
historically not been able to obtain the quantities of copper it requires at the
U. S. producer prices, thus placing it at a distinct competitive disadvantage
with those favored with large supplies of copper at U. S. producer prices.

A renewal of the fuel shortage or further Increases in the price of
oil, natural gas or electricity could result in increases in all energy costs
and in the case of oil the costs of materials produced by the petrochemical
industry. The Cerrowire and Cerrocom divisions use a substantial amount of
petrochemical products such as polyethylene, neoprene and polyvlnyl chloride in
the manufacture of its wire and cable. Renewal of a shortage of such products
as occurred in the last half of 1973 could cause some curtailment of output.
Production of wire and cable, was somewhat curtailed during the first nine months
of 1974 because of a shortage of raw materials, primarily copper, steel, plastic
resins and plasticizers. There was no shortage of such raw materials in 1975.

Real Estate Group—

Leadership is dependent for construction materials on independent
local and regional suppliers in the building supplies business. During the
early part of 1974, Leadership experienced periods in which certain construction
materials were either in short supply or not available at the time required by
it. The cost of nearly all the materials purchased by Leadership have increased
substantially and, because of existing contracts and market conditions, Leadership,
in most instances, has been unable to pass on such cost increases to its buyers.

Trucking Group—

On July 1, 1975, rate increases were granted by the ICC of approximately
4Z to offset labor cose increases. Such rate increases, however, were not
adequate to offset increases In costs other than labor. ICX operates both
diesel and gasoline fueled trucks. The primary source of fuel is the major oil
companies and some independent oil suppliers. The availability of fuel and
petroleum products generally was not a significant problem in 1975 as compared
to 1974. ICX's average monthly requirements for diesel fuel and gasoline exceed
600,000 gallons and 100,000 gallons, respectively, and it has storage capacity
at its various terminal locations approximately equal to those amounts. A
renewal of a shortage of such products could have a significant impact on
operations as well as on ICX earnings if cost increases are not offset by timely
rate increases.
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The cose of fuel continued to increase during 1975 so that such costs
aggregated approximately 5.3Z of ICX's total revenue for 1975, as compared with
approximately 5.4X for 1974. During the first half of 1974 rate relief was
granted in the form of a temporary surcharge and permanent rate increases were
granted during the year. On September 23, 1975, an additional 2% increase in
rates was approved by the ICC which, in part, has offset increases in fuel and
other operating costs. This rate increase applies to the operations of ICX in
the Rocky Mountain Tariff Bureau area which accounts for about 76Z of ICX's
business.

(5) Licenses, Patents and Trademarks of Operating Groups

Except in the case of ICX, which is discussed under the heading "Trucking
Group" above, Cerro holds no material patents, trademarks, licenses or franchises
which are important to its business.

(6) Research and Development; Exploration

Cerro expended a total of approximately $922,000 in 1975 and approximately
$700,000 in 1974 in research and development in respect of new products and
improvements of existing products and in mineral exploration activities.

(7) State and Federal Safety and Environmental Regulation

Cerro's coal operations are subject to Federal and State regulation in
matters of coal mine health and safety, including legislation prescribing health
and safety standards promulgated under the Federal Coal Mine Health and Safety
Act of 1969. This Act empowers Federal Mine Inspectors to conduct inspections
and issue citations or require cessation of mining in the event that violation
of standards or the existence of dangerous conditions are found. The managements
of Fetterolf and Stott believe that they are in substantial compliance with the
Act.

Fetterolf's and Stott's operations are subject to environmental regulations
imposed by the Federal Government and the Government of the Commonwealth of
Pennsylvania. Such regulations Include water and air quality and surface mining
regulations which affect operations at Fetterolf's and Stott's mines and facil-
ities. In addition, Fetterolf's underground mines are subject to regulations
relating to subsidence of the surface as a result of undermining. The managements
of Fetterolf and Stott believe that they are in compliance with such regulations.
To date, the sulfur content of the coal produced and blended by Fetterolf and
Stott has been l.OZ and l.lt, respectively, which is within permissible limits
in all the markets in which it is sold.

Compliance with Federal, State and local provisions regulating the discharge
of materials iato the environment, or otherwise relating to the protection of the
environment, 1* not expected to have any material effect upon the capital expendi-
ture, earnings and competitive positions of Cerro's Manufacturing Group, its
Real Estate Group or its Trucking Group.

(8) Employees

As at February 1, 1976, Cerro had 3,012 employees.
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ITEM 2. SUMMARY OF OPERATIONS
The following sets forth the consolidated Statement of Earnings (Loss) of Cerro

Corporation and Consolidated Subsidiaries for the years 1971 through 1975.

($ in Thousands)

Met sales
Other revenue, net (Note D) ...

Selling and administrative

Write-off of unamortized good-
will attributed to realty
operations (Note M)

Interest cost accrued
Less: Interest capitalized

(Note K )
Depreciation, depletion and
amortization

Earnings from continuing

(Provision for) benefit of
income taxes (Note E)

Earnings (loss) from continu-

Earnings from discontinued
operations (Notes E and F ) . .

Earnings (loss) before extra-
ordinary items

Extraordinary items (Notes E , F
and G )

Net earnings (loss) per
Common Share (in dollars)*:

Continuing operations....
Discontinued operations. .
Earnings (loss) bafore
extraordinary items....

Extraordinary itaa«

Net earnings Tloss)

Dividends (represents histori-
cal dividends paid) :

Cash
Stock

1975

$599,169
18,280
617,449
519,354

53,936

8,040
23,326

(6,198)

13.201
611,659

5,790

(8,200)

(2,410)

(2,410)

$ (2,410)

$(.30)

(.30)

$(.30)

$1.20

1974

$758,330
23,571
781,901
661,886

57,206

23,301

(8,461)

8,692
742,624

39,277

(23,350)

15,927

15,927

$ 15,927

$2.01

2.01

$2.01

$1.05

1973 1972(B) 1971(fl)

(Not Covered by Auditor's Repo:

$636,607 $428,021 $326,089
21,268 14,817 16,786
657,875
549,832

58,933

17,596

(5,962)

6,722
627,121

30,754

(15,376)

15,378

33,783

49,161

(45,550)

$ 3,611

$1.86
4.08

5.94
(5.50)

$ .44

$ .75

442,838
373,277

38,364

13,336

(3,558)

4,845
426,264

16,574

(7,512)

9,062

10,626

19,688

(1,924)

$ 17,764

$1.07
1.26

2.33
(.23)

$2.10

$ .60

342,875
300,713

32,477

8,427

(2,490)

3,679
342,806

69

2,210

2,279

353

2,632

(988)

$ 1,644

$ .27
.04

.31
(.12)

$ -19

$ .80
5%

•Based on the weighted average
number of shares outstanding
during each year as adjusted
for stock dividends (Thousands
of shares) (NoteL) 7,911
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CORPORATION AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED STATEMENT OF RETAINED EARNINGS

($ in Thousands)

Year Ended December 31,
1975

Balance at beginning of year 5161,935
Add:

Reappraisal surplus
(Note 10)

Consolidation adjustments
related to minority
shareholders' equity in
Leadership Housing, Inc..

Net earnings (loss) ( 2,410)
Cash dividends ( 9,494)
Transferred to connnon stock and paid-

in capital for 5% stock dividend..

1974 1973 1972 fp_) 197HB)

(Not covered by Auditor's Report)

3154,323 $103,939 $ 90,750 $103,179

52,959

503

15,927 3,611 17,764 1,644
(8,315) (6,186) (5,078) (6,770)

(7,303)

Balance at end of year $150,031 $161,935 $154,323 $103,939 $ 90,750

CONSOLIDATED STATEMENT OF PAID-IN CAPITAL

($ in Thousands)

Year Ended December 31,
1975 1974 1973 1972(B) 1971(B)

(Not covered by Auditor's Report)

Balance at beginning of year $178,218 $178,218 $178,084 $178,084 $172,159

Excess of fair value over par value
of common stock issued as stock
dividends (417,291 shares)

Excess of cash received over par value
of corw.on stock issued upon exer-
cise of stock options (1971 - 1,118
shares; 1973 - 15,407 shares) 134

5,912

13

Balance at end of year $173,218 $178,218 $178̂ 218 $178.084 3178,084

See Notes to Financial Statements (numerical references)
and Notes to Statement of Earnings (Loss) (alphabetical references).
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NOTES TO STATEMENT OF EARNINGS (LOSS)

A. UNCERTAINTIES

On August 13, 1975, management stated its intention to reduce substantially
the business, operations and debt levels of Leadership Housing, Inc. ("Leadership"),
a real estate subsidiary, through an orderly liquidation of inventories designed
to minimize losses. (See Note 14 of Notes to Financial Statements for Condensed
Real Estate Financial Statements). It is expected that, after this reduction is
completed, the total assets of Leadership would be less than half of its total
assets at December 31, 1974. As a result of the depressed condition of the real
estate market existing in the United States generally, and in Florida in
particular, an orderly liquidation of inventories designed to preserve corporate
assets is likely to take several years. Based upon the information available, it
is believed that this liquidation will take place while adverse market conditions
prevail. To the extent the reduction results in the disposition of inventories
other than in the normal course of business and during a period in which adverse
market conditions prevail, the estimated net realizable value may be adversely
affected by an undeterminable amount.

Leadership has historically utilized its own sales transactions as well as
sales of comparable land and improvements by others as one of the primary factors
in the determination of estimated net realizable value. Based upon information
available in 1975, Leadership has nade a determination of net realizable value
which resulted in provisions for writedown of inventories (see Note 3 to Note 14).
However, the decline in comparable transactions together with adverse market
conditions and the inventory reduction plan mentioned above have created
significant uncertainties with respect to Leadership's determination of estimated
net realizable value. Accordingly, uncertainties are created as to the amount
and timing of the ultimate realization upon disposition of land and improvement
inventories carried on the books of Leadership ($75,981,000 at December 31, 1975).
Further, because of the potential for losses upon realization of land and
improvement inventories, an uncertainty exists as to the realizable value of
Cerro's asset, "Future income tax benefit" ($35,789,000 at December 31, 1975).

The estimated net realizable value of unimproved property ($38,593,000 at
December 31, 1975) held by the two joint ventures in which Leadership is a
participant with the Pritzxer Trusts (see Note 4 to Note 14) is subject to the
same uncertainties as described in the preceding paragraph. While Leadership
has no investment in these particular ventures, it is contingently liable to
lenders with respect to approximately $18,800,000 of notes payable of the ventures
at December 31, 1975 (see Note 7 to Note 14).

Events of default existed at December 31, 1975 under certain of the
covenants in the Amended and Restated Loan Agreement of Leadership (see Note 6
to Note 14). Although such events of default were eliminated by amendments to
the Loan Agreement on March 11, 1976, Leadership anticipates that additional
events of default will probably occur in 1976 as a result of continuing
unprofitable operations and adverse cash flow, which may be affected by the
outcome of litigation involving certain receivables aggregating $1,565,000, the
ultimate collectibility of which can not presently be determined (see Note 2 to
Note 14). If events of default occur, the Loan Agreement provides that upon
notification from the principal lenders the debt covered thereby would become
due and payable. Leadership and its lenders are currently studying alternatives
to the April 1, 1977 maturity date of the loan. It is anticipated that discussions
will begin in 1976 to renegotiate the existing Loan Agreement, the outcome of
which cannot be determined at this time.

LS 001265
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Cerro financially supported the operations of Leadership during 1975;
however, no decision has been reached as to hour long Cerro will continue its
support if Leadership's current operating losses continue and the Loan Agreement
does not provide adequate support during the orderly liquidation period described
above, or the principal lenders withdraw their support. Funds available under
the Loan Agreement amounted to 5800,000 at March 19, 1976. Cerro also has legally
binding commitments in connection with surety bonds ($33,400,000 at December 31,
1975) guaranteeing Leadership's performance under certain construction contracts.
A substantial amount of work has been performed under such contracts, but it is
not possible to predict the cost to Cerro, if any, under the surety bonds.

B- RESTATEMENT OF PRIOR FINANCIAL STATEMENTS

The information presented for 1972 and 1971 has been restated to reflect the
operations of Cerro's former subsidiary in Peru (Cerro de Pasco Corporation), which was
expropriated on January 1, 1974, and Cerro's interest in Atlantic Cement Company, Inc.,
which was sold during 1973, as discontinued operations (Note F). It has also been
restated to reflect the operations of Cerro de Pasco Corporation and Industrias de
Cobre, S.A. (Indeco) on the equity basis of accounting and for the change in method
of accounting for certain metal inventories from the last-in, first-out to the first-in,
first-out method. The effects of these restatements are as follows:

Sales and Other Revenue, Net
Year Ended December 31,
1972 1971

($ in Thousands)
As previously reported $633,443 $487,395
(Deduct):

Cerro de Pasco and Indeco (189,136) (143,085)
Atlantic Cement Company, Inc (1,469) (1,435)

As restated $442,838 $342,875

Earnings from Continuing
Operations

Year Ended December 31,
1972 1971

($ in Thousands)
As previously reported $ 24,178 $ 4,443
Add (Deduct):

Cerro de Pasco and Indeco (13,740) 429
Atlantic Cement Company, Inc (1,469) (1,435)
Inventory accounting change 93 (1,158)

As restated $ 9,062 $ 2,279
Net Earnings Per Share
Year Ended December 31,
1972 1971

As previously reported $ 2.09 $ .33
Inventory accounting change .01 (• 14)

As restated $ 2.10 $ .19
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C. CONSISTENCY OF ACCOUNTING

Extraordinary items for the years 1972 and 1971 include items which, under the provisions
of Accounting Principles Board Opinion No. 30, effective in October 1973, would have been
included in the determination of earnings from continuing operations or from discontinued
operations. Opinion No. 30, however, prohibits restating prior year financial statements for
consistency with 1973 ana subsequent periods. Restatement of the Statement of Earnings (Loss)
however, would have shown the following:

(S in Thousands)
1972 1971

Earnings (loss) from continuing
operations $ 7,412 $ (519)

Earnings from discontinued operations.. 7,550 353
Extraordinary items 2,802 1,810

Net earnings $ 17,764 $ 1,644

Net earnings as reported in the statement of Earnings (Loss) are unchanged.

D. OTHER REVENUE, NET

In addition to other items, other revenue, net includes dividends from Southern
Peru Copper Corporation, a 22^%-owned affiliate, accounted for on the cost basis, and
the following:

(S in .Thousands)

T

Southern Peru Copper Corp...

Interest on marketable
securities

1975

$

$ 7,007

1974 1973

$ $

$ 6,154 $ 4,244

$

$

1972

3,482

1,249

S

$

1971

6,615

1,366

Other interest income $ 9,516(1) $ 10,662(1)5 5,863 $ 4,030 $ 1,807

Joint venture income (loss) -
principally real estate... $ (475) $ 1,883 $ 4,252 $ $

(1) Includes $ 2,546,000 for the year 1975 and $2,878,000 for the year 1974 applicable to j
the Chilean Notes and $526,000 for the year 1974 relating to the receivable from the
U.S. Government.
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INCOME TAXES

Income tax expense (benefit) consists of the following:

($ in Thousands)

United States:
Current
Deferred
Future tax benefit.

Foreign:
Current
Deferred

State

1975

$(1,050)

2,508

761

5,981
§ 8,200

1974 1973

$ 2,312* $ 4,618
(10,273) 10,020
26,503 (64,800)

607

4.201

36,788

842_

1972

$ (236)

(844)

6,591
1,372
1.475

1971

3(3.255)

(351)

389
820
846

$23,350 $(12,532) $ 8,358 $(1,551)

•Adjustment in 1974 to conform to 1973 tax return as filed.

Income tax expense (benefit) has been allocated as follows:

($ in Thousands)

Earnings from continuing
operations:

United States
State and Foreign.

Earnings from discontinued
operations

Extraordinary items

1975

$ 1,458
6,742
8,200

$ 8,200

1974

$18,542
4,808
23,350

$23,350

1973

$14,534
842

15,376

36,892
(64,800)

$(12,532)

1972

$ 6,037
1,475
7,512

3,709
(2,863)

$ 8,358

1971

$(3,056)
846

(2,210)

474
185

5(1,551)

For financial statement purposes, the full tax benefit of $64,800,000, applicable
to the Cerro de Paaco expropriation loss (Note F), was recognized in 1973 because of
the non-recurring nature ot the loss and Cerro's virtual certainty at that time of
utilizing such benefit over the carry-foward period allowed by the tax statutes. As
a result, although Cerro will reduce its future tax liability by the expropriation
loss, no further financial statement benefit will be recognized. During the years
1975 and 1974 $2,508,000 and $26,503,000, respectively, were credited to the "Future
income tax benefit* account on the Consolidated Balance Sheet. See Note A for
uncertainties as to realization of the future tax benefit.
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On January 22, 1974, the Internal Revenue Service advised Cerro by a
private ruling letter that it considered the expropriation loss to have resulted
in a loss sustained directly by Cerro as a result of a compulsory or involuntary
conversion of the stock of Cerro de Pasco and, further, that the expropriation
loss qualified as an ordinary loss which could be carried over and applied
against the Cerro affiliated group's income for as long as ten years, to the
extent not so consumed during the taxable year in which it arose. Cerro
succeeded to all rights and liabilities of Cerro de Pasco by merger of Cerro de
Pasco into Cerro in February, 1974. In November 1975 the Internal Revenue
Service issued a public ruling on facts substantially identical to the Cerro de
Pasco expropriation holding that such expropriations will be treated as
involuntary conversions of assets. In light of this position, the Internal
Revenue Service has effectively reversed the substance of its earlier private
ruling to Cerro. While Cerro was aware for some time that the Internal Revenue
Service was reconsidering its position, it was not until the November 1975
ruling that Cerro was notified of the change in policy. Since Cerro relied on
the ruling of January 22, 1974, requests have been filed, which are now under
active consideration, seeking to have any change in position of the Internal
Revenue Service applied without retroactive effect, pursuant to Section 7805(b)
of the Code. If the revocation of the January 22, 1974 private ruling is
retroactively applied, Cerro may be required to establish the adjusted basis of
the Cerro de Pasco assets expropriated. Although Cerro believes that such
adjusted basis can be established, the problems of proof of basis in assets
(as compared to basis in stock) may be more difficult than required if the ruling
were not reversed. Reversal, retroactively, of the January 22, 1974 private
ruling could also affect the technical elements for Cerro1s substantiation of
continued availability of its net operating loss carryover derived from the
expropriation loss. Such availability may be determined under Section 382(a)
of the Code. Cerro believes and has been advised by its outside tax counsel that the
net operating loss carryover of Cerro should not be subject to disallowance
under Section 382(a).

As reflected in its 1974 consolidated Federal income tax return, Cerro reported
a loss of $4,214,000, which included the unused portion of the Cerro de Pasco
expropriation loss. The income reported for tax purposes for 1974 included $65,000,000
from advance payments received on copper sales. The income to be reported for tax
purposes for 1975 will include $62,000,000 from similar advance payment transactions.
For tax purposes, such payments are reported as sales in the year of receipt. The
related cost of sales is reported at the time of delivery, which occurs during the
year after receipt of the funds. Generally, to the extent that the cost of copper
sales reported at tims of delivery is not offset by taxable income in the same year,
a new net operating Iocs will result which may (within certain limitations) be
carried back and than, to the extent unused by carryback, carried over against
income of future years. Advance payment transactions, like other business trans-
actions, are subject to examination by the Internal Revenue Service. These trans-
actions and any future advance sales transactions could influence the possibilities
of ultimate realization of the future tax benefit related to the Cerro de Pasco
expropriation loss recognized by Cerro in 1973 for financial statement purposes,
as well as the timing of such realization.
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Deferred tax expense results from timing differences in the recognition of
revenue and expense for tax and financial statement purposes. The sources of
timing differences in 19.73 and the tax effect of each were as follows ($ in
thousands):

Real estate operations - principally use of installment sales method
for tax purposes and deduction of interest costs which are capital-
ized for financial statement purposes $ 8,922

Financial statement expenses - principally reserves for investments
and expenses not currently deductible for income tax purposes (5,393)

Income taxed in prior years and recognized currently for financial
statement purposes 4,903

Other, net 1,588
$10,020

The deferred tax.credit of $10,273,000 at December 31, 1973 was eliminated
in 1974 as a result of the expropriation loss.

The tax provisions of $0,200,000 and $23,350,000 for the years 1975 and
1974 represent effective tax rates as follows, excluding the write-off of un-
amortized goodwill in 1975 which was related to realty operations (Note M) and
is not deductible for Federal income tax purposes:

1975 1974

Federal income tax at statutory rate 48.0% 48.0%
State and local income taxes, net of Federal income tax
benefit 22.5 5.6

Foreign taxes, net of Federal income tax benefit 3.8 1.5
Investment tax credit (7.6) (. 8)
Capital losses without tax benefit 3. 3
Goodwill amortization not deductible for tax purposes.... 3.6 1.8
(Earnings)loss of foreign subsidiaries at 48% (2.5) .3
Percentage depletion allowance (8.4) (1.5)
Other, net (.1) 1.2

Effective tax rate 59.3% 59.4%.

F. DISCONTINUED OPERATIONS

The table below shows the earnings (losses) that were recorded from opera-
tions that have been expropriated, sold or liquidated.

($ in Thousands)
1973 1972 1971

Earning* (loss) from operations of discontinued
businesses, net of applicable income tax:
Cerro de Pasco $30,111 $13,740 $ (429)
Atlantic Cement 1,556 1,469 1,435
Stereo Tape Club (4,583) (653)

Gain on sale of investment in Atlantic Cement 2,116 -—
Total S 33.783 $ 10,626 S 353
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Cerro De Pasco Corporation

The Government of Peru expropriated Cerro1s wholly-owned subsidiary, Cerro de
Pasco Corporation, which resulted in a financial statement loss in 1973 after
compensation but before tax benefit, of $110,350,000. The tax loss on the expropria-
tion after adjusting the financial statement loss primarily for non tax-deductible
pensions and severance reserves was approximately $135,000,000. On February 19, 1974,
based on an agreement between the Governments of Peru and the United States, Cerro
received $58,000,000, including repatriation of 1973's net earnings, from Peru. The
net after tax loss from expropriation, reflected as an extraordinary item in the 1973
financial statements, is $45,550,000 or $5.50 a share (Note G). In December 1974,
Cerro received a finaJL payment of $10,000,000 with interest of $526,000 from funds
paid by Peru to the U.S. Government as part of a lump sum settlement agreed upon by the .
U.S. and Peru.

Atlantic Cement Company, Inc. (Atlantic)

In June 1973, Cerro sold its 50% interest in Atlantic for $38,500,000 resulting in
a gain of $2,116,000. Cerro's equity in net earnings through the date of the sale was
$1,556,000.

Stereo Tape Club of America (Stereo)

The operations of Stereo had been unprofitable since its acquisition and in December
1972 Cerro ordered termination of the business and liquidation of ita assets.

G. EXTRAORDINARY ITEMS

The following table shows the extraordinary items reflected in the Statement of Earnings
(Loss):

($ in Thousands)
1973 1972 1971

Expropriation of Cerro de Pasco* $(45,550)

Write off of:
Stereo Tape Club of America* $ (3,076)
Goodwill at Cleveland, Ohio copper

plant $ (3,267)

Reserve for investment* (1,650) (1,159)
Gain on insured casualty loss and sale of
distribution station by Atlantic Cement —- 526

Gain on sale of mining concessions and oil
leaseholds* 1,102

Utilization of net operating loss carry-
forwards 2,802 1,810

$(45,550) $ (1,924) $ (988)
Per share $ (5.50)

•Net of taxes.
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H. BUSINESS COMBINATIONS

During 1972, Cerro acquired approximately 80% of the outstanding stock of Behring
Corporation, which, through a subsequent merger into a wholly owned subsidiary, became
Leadership Housing, Inc. In 1973, Cerro acquired all of the remaining outstanding shares
of Leadership. The total cost of these transactions was approximately $27,700,000,
principally cash. The excess of the purchase price over the book value of the snares
acquired was allocated equally to land and goodwill. The goodwill portion was being
amortized over forty years, but as of June 30, 1975, as described in Note M, the unamortized
balance was charged to operations.

On October 6, 1972, Cerro acquired all of the outstanding common stock of ICX for
$21,501,000 paid in cash. The cost in excess of net assets acquired ($11,859,000) has
been assigned to operating rights and is being amortized over a forty year period.

On March 29, 1974, Cerro acquired 1,043,566 shares of common stock of Golconda
Corporation (Golconda) for cash of $9,753,000. An additional 22,100 snares of common
stock were acquired on April 19, 1974 for cash of $180,000. On May 3, 1974, Cerro
commenced a tender offer to purchase all the remaining outstanding common stock of Golconda
at $8.375 per share net to the seller and all of the cumulative preferred stock at $16.25
per share net to the seller. As a result of the tender offer, which expired on May 29,
1974, Cerro acquired 1,345,759 shares of common stock and 281,635 shares of the cumulative
preferred stock at a cost of $16,600,000. In the aggregate, Cerro owns 86.6% of the common
stock, 73.5% of the cumulative preferred which is entitled to one vote per share, or 84.98%
of the total outstanding voting shares. The total cost of $26,600,000 has been allocated
to the net assets of Golconda.

On September 25, 1974, Cerro through its newly established wholly owned subsidiary,
Fetterolf Coal and Construction, Inc., acquired the outstanding stock of M.F. Land Company,
Inc., M.F. Fetterolf Coal Company, Inc. and the partnership interests of D & F Trucking
Company, collectively referred to as the Fetterolf Coal Group. The purchase price, which
amounted to $33,995,000 in cash has been allocated to the net assets of the acquired
companies, principally coal mining properties.

On May 30, 1975, Cerro, through its newly established wholly owned subsidiary, Jenner
Mining Corporation, acquired the outstanding stock of GM£M Coal Company Inc., and Delta
Mining, Inc., for $7,650,000, of which $2,150,000 was paid in cash at closing with the
timing of the payment of the balance due based on cash flow. The $5,500,000 balance due
has been discounted at a current interest rate to its estimated present value of
$5,221,000 for financial statement purposes.

On August 28, 1975, Cerro, through its newly established wholly owned subsidiary,
JMS Mining Corporation, acquired the outstanding stock of Stott Coal Company, Inc., and
James M. Stott Coal Company for approximately $5,000,000, of which $1,400,000 was paid
in cash at closing with the timing of the payment of the balance due based on cash flow.
At the time of the acquisition Stott owed Fetterolf approximately $1,000,000 net. The
$3,600,000 balance due has been discounted at a current interest rate to its estimated
present value of $3,218,000 for financial statement purposes.

These transactions were accounted for as purchases and operating results of the
acquired companies were combined with those of Cerro froa the respective dates of
acquisition.

Had the acquisitions of Behring (Leadership) and ICX been consummated on January 1,
1971, Golconda and Fetterolf on January 1, 1973, and GHSM, Delta and Stott on January 1,
1974, the proforma combined operating results of Cerro and these companies for the periods
indicated would have been as follows ($ in thousands, except per share)i
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I . PENSION EXPENSE

Pension expense charged to earnings from continuing operations was 35,386,000,
$4,522,000, $3,162,000, $1,970,000 and $1,553,000 for the years 1975 to 1971 respectively.
Changes in various actuarial assumptions and methods for 1975 had the effect of decreasing
pension costs for 1975 by approximately $1,500,000.

J. SUPPLEMENTARY EARNINGS STATEMENT INFORMATION

Supplementary earnings statement information ia as follows:

($ in Thousands)
1975 1974

Maintenance and repairs $ 15,739 $ 12,448
Depreciation, depletion and amortization of
property, plant and equipment 13,201 8,692

Taxes, other than income taxes 12,992 12,569
Rents 9,854 8,987
Amortization of goodwill and operating rights.. 1,053 1,749.

Note: Royalties, advertising, exploration, research and product development
costs were not significant in amount.

K. INTEREST CAPITALIZATION

It has been the practice of Cerro's real estate group to capitalize interest
relating to obligations incurred in connection with land, construction and land
improvements. Management believes this policy results in the most appropriate matching
of costs and revenues. Had Cerro followed the policy of expensing all interest as
incurred, its consolidated net earnings (loss) would have been as follows:

Net
Earnings (Loss)

($ in Thousands)

1975 $( 4,401) $( .56)

1974 13,717 1.73

1973 2,052 .25

1972 17,372 2.05

1971 1,129 .13

LS 001274

L. EARNINGS PER SHARE

Outstanding stock options have not been considered in the computation of earnings
per share. Consideration of options would have resulted in immaterial dilution or would
have had an antidilutive effect on earnings per share.

M. WRITEOFF OF GOODWILL

Because of the inventory liquidation program described in Note A above, it was
determined that goodwill in the amount of $8,040,000, representing the unamortized excess
of purchase price over the net assets of Leadership Housing, Inc. had no continuing
benefit to the company, and it was therefore written off as of June 30, 1975.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OP THE

SUMMARY OF OPERATIONS*

1972 vs. 1971

Sales and earnings from continuing operations in 1972 increased over those
of 1971 due primarily to strong demand for copper products and productivity
gains. Earnings before taxes from metal manufacturing operations were
518,584,000, a 90% increase over the $9,793,000 reported in 1971. Sales rose
10% to $301,597,000 from $273,455,000 in the prior year.

Real estate sales and earnings increased in 1972 to $114,668,000 and
$5,609,000, respectively. On February 1, 1972 Cerro acquired 65% of Behring
Corporation for $13.6 million which together with a former wholly owned Cerro
subsidiary, Leadership Housing Systems, Inc., was merged on September 1, 1972,
into a newly formed company, Leadership Housing, Inc. (LHI). As a result of
this merger, Cerro owned approximately 80% of LHI. (In 1973, Cerro acquired
the remaining stock of Leadership).

In October 1972, Cerro acquired Illinois-California Express, Inc. (ICX)
a major motor freight carrier. For the last three months of 1972, sales and
pre-tax earnings were $11,756,000 and $1,183,000, respectively.

In December 1972, operations of the Stereo Tape Club of America ("Stereo")
were discontinued. Stereo sustained an operating loss in 1972 of $4,583,000.
The extraordinary net loss from liquidation was $3,076,000. The net operating
losses for 1972 and 1971 are reported in the Statement of Earnings (Loss) as
discontinued operations.

Dividends from Cerro1s 22% percent interest in Southern Peru Copper i
Corporation (SPCC) were suspended in the second half of 1972 to free additional
funds for development of the Cuajone copper mine. Earnings of SPCC continued <
at approximately the same rate as in 1971.

1973 vs. 1972

Sales in 1973 were $636,607,000, 49 percent higher than the $428,021,000 t
reported in 1972. t

Metal manufacturing, with sales of $417,802,000 and pre-tax earnings of
$34,111,000 was the largest contributor to the sales and earnings growth <
over 1972. These improvements reflect the significantly higher selling <
prices and volume that resulted from strong demand and shortages of fabricated r

metal products throughout the world.

I
c

•Amounts shown for pre-tax earnings (loss) are before corporate c-
administrative expenses and interest expense a* well as income
taxes.

LS 001275
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Effective January L, 1973, Cerro adopted the First-In, First-Out (FIFO) method of valuin
netal inventories at one of its manufacturing plants which had previously reported on the
Last-In, First-Out (LIFO) basis. For comparative purposes, the Statement of Earnings (Loss)
has been restated to reflect this change in accounting. The effect on net earnings per
share for each of the years was as follows:

1972 52.10 S2.09

1971 .19 .33

Pre-tax earnings from trucking operations (ICX) improved 17* from the prior year '
with revenues up 19%.

Real estate earnings increased over 1972 by 111% to $11,884/000 while sales in-
creased 39%. There were 2,342 single family homes and condominiums delivered during the
year and 2,152 rental apartment units.

In June 1973, Cerro sold its 50% interest in Atlantic Cement for $38,500,000 re-
sulting in a gain of $2,116,000. Cerro1s equity in net earnings reported as a discontinued
operation in the accompanying Statement of Earnings (Loss), through the date of the sale,
was $1,556,000.

On January 1, 1974 the Government of Peru expropriated Cerro1s wholly owned subsidiary,
Cerro de Pasco Corporation which resulted in a financial statement loss in 1973 of
$110,350,000 after compensation, but before tax benefit. The tax loss on the expropria-
tion after adjusting the financial statement loss primarily for non-tax deductible pensions
and severance reserves was approximately $135,000,000. On February 19, 1974, based on an
agreement between the Governments of Peru and the United States, Cerzo received $58,000,000,
including repatriation of 1973's net earnings, from Peru. In December 1974 Cerro
received an additional $10,000,000 from the U.S. Government as part of a lump sum settle-
ment agreed to by the U.S. and Peru. The net after-tax loss from, expropriation reflected
as an extraordinary item in the accompanying financial statements for 1973 is $45,550,000
or $5.50 a share.

1974 vs. 1973

Pre-tax earnings from metal manufacturing operations increased 36 percent over 1973
to $46,414,000 primarily due to stronger demand for most products, even though market condi-
tions seriously slackened in the last quarter of 1974.

The real estate operations sustained a substantial loss in 1974 of $13,606,000 on
sales of $96,006,000 which were down by $64,000,000 from the prior year. The loss is
attributable to depressed housing markets and increased building costs, as well as
materially reduced land sales and the high cost of financing.

Trucking operations experienced a slight reduction, 10 percent, in pretax earnings
from the prior year although revenues were up by 25 percent. Increased fuel and other
costs along with a reduction in shipments were not fully offset by increased rate
adjustments granted during the year.

Mining operations experienced a substantial increase in earnings and sales as a
result of the acquisition in September 1974 of the Fetterolf Coal Group. This
segment of the operations had pretax earnings of $10,230,000 on sales of $21,446,000.
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L975 vs. L974

The results for the year ended December 31, 1975 are considered by Cerro
management to reflect unusually adverse conditions in such period for the
businesses representing Cerro's operations as discussed below. Cerro management
does not consider the results for the year as representative of normal operations.

A substantially depressed real estate market particularly in Florida existed
throughout 1975. Sales of Leadership for the year 1975 were $44,187,000 as
compared with $96,006,000 in 1974. The pre-tax loss in 1975 was $32,477,000
which included a 38,040,000 write-off of goodwill and other write-offs and
writedowns of real estate inventories totalling $8,700,000. Pre-tax losses in
1974 were $13,606,000.

Manufacturing group sales in 1975 fell $168,266,000 to $399,146,000 while
pre-tax earnings in 1975 dropped $20,660,000 to $25,754,000. These declines
are principally attributable to decreased construction and housing activity,
which are major markets for the manufacturing group's products, lower metal
prices, writedowns of excess and obsolete inventory of Golconda created by
reduced demand for its major products, and, to a lesser extent, strikes at the
Metal Products and Copper Products divisions which lasted two and four months,
respectively.

While 1975 revenues of Cerro's trucking subsidiary, ICX, were relatively
unchanged from 1974, pre-tax earnings for the year declined to $3,231,000 from
$4,970,000 in 1974, principally because of cost increases and start-up costs
of newly acquired routes.

Sales and pre-tax earnings for the mining group in the year were $79,971,000
and $15,597,000, respectively. These results are directly due to the purchases
of the Fetterolf group of coal mining companies in September 1974, GMSW Coal
Company and Delta Mining, Inc. on May 30, 1975 and Stott Coal Company on
August 28, 1975. A decline in the spot market price of coal, certain higher
production costs and start-up costs incurred in connection with the development
of new mining facilities reduced operations in the latter part of 1975. Increased
depreciation and depletion resulted from the capital costs of the recently
acquired properties and also affected earnings. These factors are expected
to continue into 1976.

LS 001277
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ITEM 3. PROPERTIES

MANUFACTURING GROUP

Cerro's fabricating and manufacturing operations are conducted at twelve
principal plant locations having an aggregate of approximately 3.5 million
square feet of floor space, all of which are owned in fee (except for 132,000
sq. ft. of the Ohio plant of Cerrocu which is leased under a lease expiring
December 31, 1980, renewable to 1995, and the equipment at the New Jersey plant
of Cerrocu which is leased).

REAL ESTATE GROUP

The major landholdings of Leadership, other than those presently under
development with the joint ventures, consist of, as of December 31, 1975, 650
acres in Broward County, Florida; 4,170 acres in Pinellaa and Hillsborough
Counties, Florida; 860 acres in Palm Beach County, Florida; 435 acres in Orange
County, California; 55 acres in San Diego, California; 145 acres in Contra Costa
County, California; and an aggregate of 140 acres on Maul and Kauai, Hawaii. In
addition, ac the end of 1973, and the .beginning of 1974, Leadership held, or was
negotiating to acquire, options covering substantial additional property in
California and Hawaii. As the home-building industry deteriorated in 1974,
Leadership ceased negotiations to acquire options on additional property and
allowed other options to expire without exercise. The losses in 1974 attributable
to the options which expired aggregated approximately $1.2 million. There were
no significant losses attributable to expired options in 1975.

TRUCKING GROUP

At December 31, 1975, the Trucking Group owned twenty-seven terminals.
In addition, seventeen terminals were leased by the Trucking Group at an
aggregate rental of approximately $849,000 per annum. The leases on the
terminals, five of which are on a month to month basis, expire at various
dates through December 31, 1987.
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ITEM 4. PARJ3*TS AND SUBSIDIARIES

Until February 24, 1976 The Harmon Group, inc. (Michigan) ("Harmon"),
owned 3,586,297 shares of the Common Stock of Cerro, or approximately
45% of the outstanding shares. Until February 24, 1976 GL Corporation
owned 100% of the outstanding stock of Harmon and members of the Pritzker
family were the beneficial owners of all of the outstanding stock of
GL Corporation. The Pritzker family, for this purpose, consists of
the descendants, and their spouses, of Nicholas J. Pritzker, deceased,
including Messrs. Jay A. and Robert A. Pritzker who are the Chairman
of the Board and the President of Cerro, respectively.

As of February 24, 1976 GL Corporation owns five million shares
of the Common Stock of Cerro-Marmon Corporation, successor in interest
to Cerro Corporation (by way of merger effective February 24, 1976),
which number of shares represent all the issued and outstanding shares
of the Common Stock of Cerro-Marmon and which shares represent 82% of
the voting interest in Cerro-Marmon.

Following is a list of significant subsidiaries of Cerro indicating
the percentage of ownership ay Cerro of the voting securities, and the
jurisdiction of incorporation, of each:

Percentage of State or Other
Voting Securities Jurisdiction of

Name of Subsidiary* Owned Incorporation

Cerro Sales Corporation 100 Delaware
Cerro Spar Corporation 100 Kentucky
Delta Mining, Inc.+++ 100 Pennsylvania
Fetterolf Coal and Construction, Inc... 100 Delaware
GMiW Coal Company, Inc.+++ 100 Pennsylvania
Golconda Corporation 85 Idaho
JMS Mining Corporation 100 Pennsylvania
James M. Stott Coal Corapany-M- 100 Pennsylvania
Jenner Mining Corporation 100 Pennsylvania
Illinois-California Express, Inc.** 94 Nebraska
Leadership Housing, Inc.*** 100 Delaware
M. F. Fetterolf Coal Co., Inc. + 100 Delaware
M. F. Land Company, Inc.* 100 Pennsylvania
Stott Coal Company, Xnc.++ 100 Pennsylvania
Taraarac Utilities, Inc 100 Florida

In addition, Cerro has a number of other subsidiaries, which considered
in the aggregate as a single subsidiary, would not constitute a significant
subsidiary.

* Indicates subsidiaries included in consolidated financial statements.
** ICX is a third-tier subsidiary of Cerro. The intervening subsidiary

corporations are Cerro Motor Express Corporation (100% owned by Cerro)
and ICX Industries, Inc. (94.3% owned by Cerro Motor Express Corporation).
**• Leadership Bousing, Inc. has 42 subsidiaries engaged in Real Estace

and related activities. ^
+ Wholly owned subsidiaries of Fetterolf Coal and Construction, Inc. f^
++ Wholly owned subsidiaries of JMS Mining Corporation. £J
+++ Wholly owned subsidiaries of Jenner Mining Corporation. §
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ITEM 5. PENDING LEGAL PROCEEDINGS

There is pending in the United States District Court for the Southern
District of New York, a consolidated action (75 Civ. 1795) encompassing
five actions which were commenced in such court in April and May 1975.
The consolidated amended complaint ('Complaint") alleges class action
claims against C. Gordon Murphy, the former President and Chief Executive
Officer of Cerro, Jay A. Pritzker, Robert A. Pritzker, GL and Harmon, based
upon alleged violations of Sections 10 (B), Rule 10b-5 promulgated thereunder
and Section 14(e) of the Securities Exchange Act of 1934 and the common law.
The Complaint charges that Jay A. Pritzker and Robert A. Pritzker, and j
corporations allegedly controlled by them, have wrongfully acted in seeking \
to acquire 100% ownership of Cerro; it also makes claims of wrongdoing with
respect to the GL tender offer for 1.5 million Cerro shares made on June 26,
1974 and subsequent conduct directed to a proposed merger of Cerro with
corporations allegedly controlled by the Pritzkers, including Harmon,
culminating in the business combination of Cerro and Harmon on February 24,
1976. This latter conduct is alleged to include actions taken by Jay A.
Pritzker and Robert A. Pritzker, after gaining effective control of the Cerro
Board, to depress the market value of Cerro shares by understating Cerro's
1974 earnings, keeping dividends at an unwarrantedly low level and generally
understating Cerro1s allegedly favorable prospects. The Complaint seeks com-
pensation for damages allegedly sustained by the class.

In addition to the foregoing class action claims, the Complaint
alleges derivative claims on Cerro's behalfr seeking to recover up to
$2,330,000 (the sum paid to Mr. Murphy in the settlement of an employment
agreement entered into on June 12, 1974, (the "New Agreement"), replacing a
previous agreement) from certain present and former directors of Cerro,
specifically Mr. Murphy, Jay A. Pritzker, Robert A. Pritzker, Alan Wolfley,
Robert B. Cutler, Thomas F. Githens, Lewis B. Barder, Charles B. Harding,
William L. Henry, Adrian M. Massie, G. Willing Pepper and John B. Stone.

Cerro is named as a defendant in all the above-described claims but
no relief is sought from it. All other defendants who have been served with
process have denied the material allegations of the Complaint, have denied
any wrongdoing and have asserted affirmative defenses.

I
The court has ruled that the class action claims in the Complaint may j

be maintained as a class action and has ordered that notice with respect co j
such claims be given by mail to members of the class, defined as all persons, ;

other than defendants, who owned Cerro stock at any time during the period
from June 12, 1974 to July 26, 1974, inclusive. Such notice has been duly
given. The court has currently scheduled the trial of this consolidated
action for a date to be determined in April 1976.

On March 24, 1976 an agreement in principle was reached among all
counsel to settle the class action claims made in the Complaint referred
to above.
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Under the terms of tne proposed settlement, which is estimated to
aggregate $2,365,000 in cash to be paid by certain of the defendants, other
than Cerro-Marraon (the successor by merger to Cerro) , a fund of $915,000 will
go to those members of the class who tendered or sold Cerro Common Stock any
time prior to February 24, 1976, the date of the merger of Cerro and
Cerro-Marmon, and a fund of $1,000,000 will be established for those members
of the class who held Cerro Common Stock on February 24, 1976.

Further, Cerro-Marmon has agreed that any recovery from the above-
described related derivative actions will be applied to the regular dividends
on the Cerro-Marmon $2.25 Cumulative Series A Preferred Stock par value $1.00
per share, which was issued in connection with the business combination.
In the event that the proposed settlement is approved, seven years after such
approval the regular annual rate of dividend on such Preferred Stock will be
increased from $2.25 to $2.35 per share. The proposed settlement also
provides that there will be no dividends on the Common Stock of Cerro-Marmon
until the net worth of Cerro-Marmon has increased at least $10 million from
the net worth at February 24, 1976. Certain of the defendants have also
agreed to pay plaintiffs' attorneys' fees in an amount to be fixed by the
court.

As of March 30, 1976 a written settlement agreement had not been
prepared and, accordingly, specific terms of the settlement remain unresolved.
The consummation of the proposed settlement is subject to the preparation of
all requisite documents, notice to the class, and hearing before and approval
by the United States District Court for the Southern District of New York
pursuant to the provisions of Rule 23 of the Federal Rules of Civil procedure.

. There is pending in Che Supreme Court of the State of New York
a consolidated derivative stockholders' action brought by two persons
claiming to be shareholders of Cerro. Named as defendants are seven
former directors (including Mr. C. Gordon Murphy, the former President and
Chief Executive Officer), and Messrs. Robert H. Cutler, Thomas F. Githens,
Lewis B. Harder, Jay A. Pritzker, Robert A. Pritzker, Alan Wolfley, GL and
Cerro. The complaint alleges, in connection with the payment to Mr. Murphy,
corporate waste pursuant to an alleged plan among the defendants to permit
GL to acquire control of the Corporation by means of GL's tender offer.
The complaint apparently demands that the New Agreement be declared null
and void; that Mr. Murphy account for all sums received by him in connection
with cancellation of the New Agreement; and that the defendants account for
any profits realized by thea and any losses and damages sustained by Cerro
as a result of the matters alleged in the complaint. All of the defendants
who have been served with process in the consolidated action have denied
the material allegations of the complaint.

On February 18, 1976, Sully Schulwolf and Josef Kaszovitz, claiming
to be shareholders of Cerro commenced a class action in the Supreme
Court of the State of New York, naming as defendants Cerro, all of its
present directors, Cerro-Marmon Corporation (the successor by merger
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to Cerro), and The Marroon Group, Inc. (Michigan). The complaint alleges
that the then proposed merger of Cerro into Cerro-Marmon Corporation
would unlawfully deprive plaintiffs and the other members of the class,
which they purport to represent, of an equity interest in Cerro and
that the terms of such proposed merger were unfair and constituted a
breach of fiduciary duties alleged to be owed by certain of the defendants
to the members of the alleged class. The relief sought is that the defendants be
permanently barred and enjoined from effectuating any direct or indirect
merger between Cerro and Cerro-Marmon Corporation pursuant to which Cerro1s
public stockholders would be divested of a residual equity in the surviving
corporation and that the defendants be so enjoined from any merger between
Cerro and any other corporation controlled by Messrs Jay A. Pritzker,
Robert A. Pritzker or members of the Pritzker family except on terms
determined by the court to be fair.

On February 18, 1976, concurrent with the commencement of their action,
these plaintiffs applied to the New York State Court for a preliminary
injunction enjoining and restraining the effectuation of such merger and the
holding of a meeting of the shareholders of Cerro in connection therewith.
A hearing thereon was held on February 20, 1976. On February 23, 1976, plaintiffs'
application was denied by the court in all respects. On February 25, 1976,
plaintiffs filed a notice of appeal to the Appellate Division of the New York
Supreme Court from the denial of the preliminary injunction. Briefs have
been filed by all parties and oral argument has been set for April 9, 1976.

On February 20, 1976, Josef Kaszovitz, one of the plaintiffs in
the class action referred to above, commenced a class action against -
the same defendants in the United States District Court for the Southern
District of New York. The allegations of the complaint in this action
are substantially the same as those in the New York State action discussed
above, but contain claims of alleged violations of the anti-fraud provisions
of the federal securities laws. The relief sought in this federal action
is that the defendants be permanently barred and enjoined from effecting
any merger between Cerro and Cerro-Marmon Corporation and any other merger
between Cerro and any other corporation controlled by Messrs. Jay A. Pritzker,
Robert A. Pritzker or other members of the Pritzker family.

One William Shlenaky, claiming to be a stockholder of Cerro filed
a complaint in the United States District Court for the Southern District
of New York (76 Civ. 960) on February 27, 1976 naming as defendants
Cerro Corporation, Jay A. Pritzker, Robert A. Pritzker, Cerro-Marmon
Corporation, GL Corporation and The Marraon Group, Inc. (Michigan) purporting
to commence a class action. The complaint alleges violations of the
anti-fraud provisions of the federal securities laws (Sections 10(b)
and 14(a) of the Securities Exchange Act of 1934 and Rules 10b-5 and
14a-9 promulgated thereunder) and common law in that the merger of Cerro
Corporation and related transactions were facilitated by manipulation
and the dissemination of a false and misleading proxy statement and
prospectus. The relief sought by the complaint is rescission of the
merger and related transactions and the accounting and payment to Cerro
and through Cerro to the plaintiff and the purported class of the damages
sustained by them and any profits gained by the defendants.
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On May 22, 1975, one Maurice Seiden, claiming to be a shareholder
of Cerro, filed a complaint in the United States District Court for
the Eastern District of New York (75 Civ. 790) naming as defendants
Cerro, certain of its present directors, certain of its former directors,
Leadership Housing Systems, Inc., a subsidiary of Leadership, and Cerro's
auditors, Price Haterhouse & Co., commencing a class action and a shareholder's
derivative suit. The complaint alleges, among other things, that the
reporting of Cerro's financial condition for the years ending December 31,
1972 and 1973, and for a portion of 1,974, did not accurately reflect
the difficulties of certain of its subsidiaries, principally Leadership
Housing, Inc. and Cerro de Pasco Corporation, Cerro's former mining
subsidiary in Peru. On January 27, 1976, the action was dismissed conditionally.
Such dismissal became final on March 26, 1976.

In September 1975 an action was commenced in the Supreme Court
of the State of New York by one Harry S. Samuels against Jay A. Pritzker,
GL, Maraon and Cerro. The complaint alleges that the plaintiff is entitled
to recover from Jay A. Pritzker, GL and Marmon a finder's fee of $750,000
for introducing Jay A. Pritzker to C. Gordon Murphy, by reason of an
alleged agreement by those defendants to pay plaintiff a finder's fee
equal to the reasonable value of his services upon the acquisition of
control of any business entity to which Jay A. Pritzker was introduced
by plaintiff. The complaint also alleges that Cerro impliedly agreed
to pay plaintiff such a finder's fee and seeks damages against Cerro
in the amount of $750,000. All of the defendants in this action have
served answers to the complaint denying the material allegations thereof.

As of March 30, 1976, there were no other pending legal proceedings
to which Cerro or any of its subsidiaries is a party, or to which any
of their property is subject, the results of which are likely to be
materially adverse to Cerro. In addition/ there are no suits or proceedings
pending or, to the knowledge of Cerro, threatened, under any civil rights
or environmental protection statutes, which, in the aggregate, could
have a materially adverse effect on Cerro.
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ITEM 6. INCREASES AND DECREASES IN OUTSTANDING SECURITIES

There were no increases or (decreases) in the amount of equity
securities of Cerro outstanding during the fiscal year ended December 31,
1975:

(1) Cerro Common Stock

Outstanding, December 31, 1974 and 1975 7,911,267

(2) Options to Acquire Common Stock

See Note 9 of Notes to Financial Statements of Cerro Corporation
and Consolidated Subsidiaries.

(b) The following information relates to all securities of
Cerro sold by Cerro during the fiscal year which were not registered
under the Securities Act of 1933, in reliance upon an exemption from
registration provided by Section 4(2) of that Act:

Cerro Corporation Promissory Note, Secured by Assignment
of Note and Mortgage, to Leadership Housing, Inc.

Reference is made to the Cerro Form 8-K for the month of
June, 1975. :•
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ITEM 7. APPROXIMATE NUMBER OP EQUITY SECURITY HOLDERS

As of December 31, 1975, as reported by Irving Trust Company, Trans-
fer Agent:

Number of
Holders of

Title of Class Record

Cerro Corporation Common Stock 19,066

Ls
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ITEM 8. EXECUTIVE OFFICERS OF CERRO

(a) Listed below, as of February 24, 1976, the date upon which
Cerro Corporation was merged into Cerro-Marnon Corporation, are the
names and ages of all executive officers of Cerro Corporation and the
positions and offices of Cerro Corporation held by each:

Jay A. Pritzker Chairman of the Board 53
Robert A. Pritzker President 49
Alan Wolfley Executive Vice President 52
Robert C. Gluth Vice President 51
John Spevacek Vice President and Controller 48
Kenneth D. Archer Vice President, Secretary

and General Counsel 36
Marshall Samuels Treasurer 35

Messrs. Jay A. Pritzker and Robert A. Pritzker are brothers. There
are no other family relationships among the executive officers of Cerro.

(b) Business experience of each executive officer during past
five years:

JAY A. PRITZKER

Mr. Pritzker became a director of Cerro in March 1974 and Chairman
of the Board of Cerro in February 1975. He is presently Chairman of
the Board of Marmon (since 1963); Chairman of the Board of GL Corporation
(since 1971); Chairman of the Board of Hyatt Corporation (since 1967)
as well as an attorney and member of the law firm of Pritzker and Pritzker.

ROBERT A. PRITZKER

Mr. Pritzker became a director of Cerro in December 1974 and its
President in February 1975. He is the President and a director of Marmon,
which positions have been held for more than five years and Treasurer
of Marmon (since 1972); President, Treasurer and Director of GL Corporation
(since 1971); Chairman of the Board of Hammond Corporation (manufacturer
of musical instruments and gloves) since 1974.

ALAN WOLFLEY

Mr. Wolfley joined Cerro in May 1971 as Vice President-Finance
and Treasurer. Be became Vice President-Finance and Administration
in September 1971; Senior Vice President-Finance and Administration
in May 1972| and Executive Vice President in May 1973. Prior to joining
Cerro, Mr. Wolfley was Vice President-Finance of Scovill Manufacturing
Company (brass and aluminum mill products, electrical and kitchen appliances)
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ROBERT C. GLOTH

Mr. Gluth was elected a Vice President of Cerro in May 1975 and
a Director in June 1975. Mr. Gluth has been a Vice President of The
Harmon Group, Inc. (Michigan) since February 1970 and a Vice President
of GL Corporation since 1972.

JOHN SPEVACEK

Mr. Spevacek became Vice President and Controller of Cerro in June
1975. Prior to joining Cerro, Mr. Spevacek was President and Chief
Executive Officer of Anderson Manufacturing Company, Inc. (September
1973 to June 1975). Prom May 1967 to September 1973 Mr. Spevacek served
as Group Vice President - Finance of Amphenol Components Group, Bunker
Ramo Corporation.

KENNETH 0. ARCHER

Mr. Archer became Associate Counsel of Cerro Corporation in November
1973. He was elected Vice President, Secretary and General Counsel
of Cerro in May 1975. From December 1970 until November 1973 Mr. Archer
was Associate Counsel of GAF Corporation. Prior thereto he was associated
with the law firm of Shearman & Sterling.

MARSHALL SAMUELS

Mr. Samuels joined Carro in May 1975 as Treasurer. For more than
five years prior thereto he was associated with Coopers t Lybrand, independent
auditors.

f
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ITEM 9. INDEMNIFICATION OF DIRECTORS AND OFFICERS

The New York Business Corporation Law and the General Corporation Law of
the State of Delaware provide authority for the indemnification of directors and
officers in the defense of civil and criminal actions and the purchase of insur-
ance in connection therewith. The Bylaws of Cerro and Leadership Housing, Inc.
permit indemnification of directors and officers to the full extent and in the
manner permitted by the laws of the States of New York and Delaware, respectively.
Accordingly, Cerro and Leadership have purchased from Continental Casualty Com-
pany and the Midland Insurance Company insurance covering the liability of
directors and officers. The insurance applies to the directors and principal
officers of Cerro and Leadership. The premiums paid for this insurance aggregate
$158,822 covering the period from September 26, 1973 to September 26, 1976.
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ITEM 10. FINANCIAL STATEMENTS AND EXHIBITS FILED

(a) Financial Statements

Cerro Corporation and Consolidated Subsidiaries; Cerro Corporation (Registrant)

(b) Exhibits

1. Agreement and Plan of Merger dated as of January 15, 1976 by and
between Cerro-Marmon Corporation and Cerro Corporation. (Incorporated
by reference to Form S-14 Registration Statement as filed with the
Securities and Exchange Commission on January 26, 1976.)

2. Exchange Agreement dated as of January 15, 1976 among GL Corporation,
The Harmon Group, Inc. (Michigan), Cerro Corporation and Cerro-Marnon
Corporation. (Incorporated by reference to Form S-14 Registration
Statement as filed with the Securities and Exchange Commission on
January 26, 1976.)

3. Cerro Corporation Prospectus and Proxy Statement dated January 26,
1976. (Incorporated by reference to Form S-14 Registration Statement
as filed with the Securities and Exchange Commission on January 26,
1976.)

4. Amendment dated May 13, 1975 to Bylaws of Cerro Corporation.

5. Note Agreement of February 6, 1967 among Cerro Corporation, The Prudential
Insurance Company of America and the Aetna Life Insurance Company, as
amended. (Incorporated by reference to Form 8-K of Cerro Corporation
for March 1967 and Forms 10-K of Cerro Corporation for the years
ending December 31, 1967 through 1974.)

6. Letters dated December 31, 1975 from The Prudential Insurance Company
of America and Aetna Life Insurance Company to Cerro amending
Exhibit 5. (Incorporated by reference to Form S-14 Registration
Statement as filed with the Securities and Exchange Commission on
January 26, 1976.)

7. Letter of March 31, 1975 from The Prudential Insurance Company of
America to Cerro amending Exhibit 5.

8. Letter of Hay 6, 1975 from Aetna Life Insurance Company to Cerro
amending Exhibit 5.

9. Amended and Restated Loan Agreement dated as of June 30, 1975 between
Leadership Housing, Inc. and certain institutional lenders. (Incor-
porated by reference to Form 8-K of Cerro Corporation for the month
of June, 1975.)

10. March 9, 1976 Amendment to Exhibit 9.
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11. Collateral Agreement between Cerro Corporation and First National
City Bank dated June 18, 1975 relating to Exhibit 9. (Incorporated
by reference to Form 8-K of Cerro Corporation for the month of
June, 1975.)

12. Participation Agreement between Cerro Corporation and First National
City Bank dated June 18, 1975 relating to Exhibit 9. (Incorporated
by reference to Form 8-K of Cerro Corporation for the month of June,
1975.)

13. Subordination Agreement between Cerro Corporation and First National
City Bank dated June 18, 1975 relating to Exhibit 9. (Incorporated
by reference to Form 8-K of Cerro Corporation for the month of June,
1975.)

14. 1976 Profit Sharing Plan for ICX Industries, Inc. (Incorporated by
reference to Form S-14 Registration. Statement as filed with the
Securities and Exchange Commission on January 26, 1976.)

15. Loan Agreement among the Fetterolf Coal and Construction, Inc.,
Sumitomo Metal Industries, Limited and Mitsubishi Corporation dated
October 1, 1974 and amendment thereto dated as of December 16, 1974.
(Incorporated by reference to Form 10-K of Cerro Corporation for the
year ending December 31, 1974.)

16. Coal Sales Agreement dated October 1, 1975 among Fetterolf Coal
and Construction, Inc., Sumitumo Metal Industries, Limited and
Mitsubishi Corporation and addendum thereto. (Incorporated by
reference to Form 10-K of Cerro Corporation for the year ending
December 31, 1974.)

17. Letter of October 1, 1974 from Cerro to Mitsubishi Corporation and
Sumitomo Metal Industries, Limited relating to Exhibits 15 and 16.
(Incorporated by reference to Form 10-K of Cerro Corporation for
the year ending December 31, 1974.)

18. Operating Agreement of March 11, 1975 by and among Fetterolf Coal
and Construction, Inc. and Mitsubishi Corporation and Sumitomo
Metal Industries, Limited. (Incorporated by reference to Form 10-K
of Cerro Corporation for the year ending December 31, 1974.)

19. Agreement between Cerro and C. Gordon Murphy dated June 12, 1974.
(Incorporated by reference to Form 10-K of Cerro Corporation for
the year ending December 31, 1974.)

20. Amendment dated December 16, 1974 to Exhibit 19. (Incorporated by
reference to Form 10-K of Cerro Corporation for the year ending
December 31, 1974.)

21. Agreement between Cerro and C. Gordon Murphy and letters relating
thereto dated February 12, 1975. (Incorporated by reference to
Form 10-K of Cerro Corporation for the year ending December 31, 1974.)
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22. Agreement of February 12, 1975 between Cerro and S. Roy French, Jr.
(Incorporated by reference to Form 10-K of Cerro Corporation for
the year ending December 31, 1974.)

23. Agreement of February 12, 1975 between Cerro and H. Willis Higgs.
(Incorporated by reference to Form 10-K of Cerro Corporation for
the year ending December 31, 1974.)

24. Agreement of February 12, 1975 between Cerro and J. Hugh Murphy.
(Incorporated by reference to Form 10-K of Cerro Corporation for
the year ending December 31, 1974.)

25. Agreement of February 12, 1975 between Cerro and Robert F. Long.
(Incorporated by reference to Form 10-K of Cerro Corporation for
the year ending December 31, 1974.)

26. General Indemnity Agreement of May 1971 between Cerro and Argonaut
Insurance Company. (Incorporated by reference to Form 10-K of
Cerro Corporation for the year ending December 31, 1974.)

27. General Indemnity Agreement between Cerro and Highland Insurance
Company. (Incorporated by reference to Form 10-K of Cerro Corpor-
ation for the year ending December 31, 1974.)

28. Amendment dated February 12, 1975 to Agreement of May 30, 1972
between Leadership Housing, Inc. and Harrison M. Lasky. (Incor-
porated by reference, to Form 10-K of Cerro Corporation for the
year ending December 31, 1974.)

29. Amendment of March 14, 1975 of the joint venture agreement of
Leadership Housing, Inc. dated December 20, 1972. (Incorporated
by reference to Form 10-K of Cerro Corporation for the year ending
December 31, 1974.)

A copy of any exhibit may be obtained by a stockholder of Cerro by making a
written request therefor to the Secretary of Cerro and by paying Cerro's costs of
reproduction and postage.

f
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PART II

Items 11 through 15 have been omitted from this report pursuant to
General Instruction H to Form 10-K.

SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities
Exchange Act of 1934, the registrant has duly caused this report to be signed
on its behalf by the undersigned, thereunto duly authorized.

CERRO CORPORATION
(Registrant)

By; /s/R. C. Gluth
(Signature)

Robert C. Gluth,
Vice President and Treasurer
CERRO-MARMON CORPORATION
(Filing on behalf of Cerro Corporation)

March 31, 1976
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CERRO CORPORATION (REGISTRANT)

CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

. INDEX TO FINANCIAL STATEMENTS AND SCHEDULES

For the Years Ended December 31, 1975 and 1974

f

Report of independent accountants F-2

Financial statements:
Cerro Corporation and Consolidated Subsidiaries:
Consolidated statements of earnings (loss), retained earnings and
paid-in capital and related notes 30—41

Consolidated balance sheet at December 31, 1975 and 1974 F-3—F-4
Consolidated statement of changes in financial position F-5—F-6
Notes to financial statements F-7—F-29

Cerro Corporation (Registrant):
Statements of earnings (loss), retained earnings, and paid-in

in capital .... F-30—F-31
Balance sheet at December 31, 1975 and 1974 F-32—F-33
Statement of changes in financial position F-34—F-35
Notes to financial statements F-36—F-38

Schedules:
Cerro Corporation and Consolidated Subsidiaries:
Schedule I—Marketable securities F-39
Schedule II—Amounts receivable from directors, officers and

employees F-40
Schedule V—Property, plant and equipment F-41—F-42
Schedule VI—Accumulated depreciation, depletion and

amortization of property, plant and equipment... F_43__f_44
Schedule XII--Valuation and qualifying accounts and reserves.... F-45
Schedule XIII—Capital shares F-46

Cerro Corporation (Registrant):
Schedule I—Marketable securities F-47
Schedule II—Amounts receivable from directors, officers and

•â loyees F-40
Schedule III—Investments in, equity in earnings of and divid-

ends received from affiliates and other persons. F-48—F-50
Schedule V—Property, plant and equipment F-51
Schedule VI—Accumulated depreciation and amortization of

property, plant and equipment F-52
Schedule XII—Valuation and qualifying accounts and reserves.... F-53

Schedules other than those listed above have been omitted since either they
are not required, they are not applicable, or the required information is dis-
closed in the notes to the financial statements.

Financial statements are not filed for certain of the unconsolidated subsidiaries
of the registrant since such subsidiaries, in the aggregate, would not constitute a
significant subsidiary.
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200 EAST RANDOLPH OfllVE. CHICAGO ILUNOIS 60601 312-566-1500

' I

March 19, 1976 (except for
Note 12 as to which the
date is March 26, 1976)

To the Board of Directors of

Cerro Corporation

We have examined the financial statements of Cerro Corporation
and Consolidated Subsidiaries and of Cerro Corporation (registrant)
listed in the accompanying index. Our examinations were made in
accordance with generally accepted auditing standards and accordingly
included such tests of the accounting records and such other auditing
procedures as we considered necessary in the circumstances.

As described in Mote A to the consolidated statement of earnings
(loss), uncertainties have been created relating to the real estate
operations of Leadership Housing, Inc., principally as to the amount —
and timing of the ultimate realization of land and improvement
inventories and to potential liabilities arising from real estate
contingencies. Because of these matters, an uncertainty is also ~—
created as to the realizable value of Cerro'a asset, "Future income
tax benefit." In addition, it is anticipated that discussions will '-—
begin in 1976 to renegotiate Leadership's term loan maturing in
April 1977 and, that events of default will probably occur under the -:
terms of the existing loan agreement during 1976 as a result of con-
tinued unprofitable operations and adverse cash flov. If events of :

default occur and are not waived, the term loan would become due and -
payable upon notification by the principal lenders.

In our opinion, subject to the effects of such adjustments, if
any, as might have been required had the outcome of the uncertainties
described in the preceding paragraph been known, the financial state-
ments examined by us present fairly the financial position of Cerro
Corporation and Consolidated Subsidiaries and of Cerro Corporation
(registrant) at December 31, 1975 and 1974, and the results of their
operations and the changes in their financial position for the two
years then ended, in accordance with generally accepted accounting
principles consistently applied.

PRICE WATERHOUSE & CO.
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED BALANCE SHEET

DECEMBER 31, 1975 and 1974

($ in Thousands)

ASSETS

1975 1974

f

Current Assets:

Cash .................................................. ... $ 3,487 $ 22,181
Time and certificates of deposit (includes restricted
deposits of $104,000 in 1974)
(Note 2) ............................................... 53,946 117,382

Marketable securities at cost, less valuation allow-
ance of $1,926 in 1975 and $2,069 in 1974 -
approximately market (Schedule I) ...................... 80,562 41,843

Accounts receivable, less allowance of $1,713 in 1975
and $1,096 in 1974 for doubtful accounts (Schedules II
and XII)

Trade .......................................... 50,065 53,987
Chile (Note 4) ................................. 4,261 4,859
Other .......................................... 7,658 4,588

Inventories (Note 3) (Schedule XII) ....................... 103, 125 90,769
Prepaid expenses ......................................... 8,228 2,248

Total current assets ................. 311,332 337,857

Realty assets (Notes 14, A and M) ............................. 166,606 208,986*
Notes due from Chile (Note 4) ................................. 13,239 25,251
Future income tax benefit (Note E) ............................ 35, 789 38 , 297
Investments (Note 5) (Schedule XII) ........................... 13,842 16,297
Property, plant and equipment, net (Note 6) (Schedules V and
VI) ......................................................... 157,223 119,612

Operating rights and other intangibles net of amortization of
$1,305 in 1975 and $620 in 1974 ............................. 19,659 15,148

Other assets (Note 5) ......................................... 3 , 006 ---
$720 , 696 $761,448

* Reclassified for comparative purposes

Motes to Financial Statements (numerical references)
and Not** to Statement of Earnings (Loss) (alphabetical references) .
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CEKRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

CONSOLIDATED BALANCE SHEET

DECEMBER 31, 1975 and 1974

($ in Thousands)

LIABILITIES AMD SHAREHOLDERS' EQUITY

1975 1974

Current Liabilities:
Long-term debt due within one year (Note 8) $ 7,113 $ 14,679
Accounts payable (Note 2) 98,045 101,095
Accrued liabilities (Notes 7 and 11) 41,366 38,542

Total current liabilities 146,524 154,316

Realty liabilities (Notes 14 and A) 131,900 149,483*
Long-term debt (Note 8) 94,525 96,801
Deferred income 1,395 1,196
Minority interest (Schedule XIII) 5,157 6,553

Total liabilities 379,501 408,349

Commitments and contingencies (Notes 5, 8, 9, 11, 12, 13
and 14)

Shareholders' equity (Notes 8, 9, 10, and 12)
Common stock, par value $3.33-1/3 per share, author-
ized 15,000,000 shares, issued 8,779,654 shares 29,265 29,265

Paid-in capital 178,218 178,218
Retained earnings (Note 8) 150,031 161,935

357,514 369,418

Treasury stock, at cost, 868,387 shares (16,319) _(16,319)
Total shareholders' equity 341,195 353,099

$720,696 $761,448

* Reclassified for comparative purposes.

See Notes to Financial Statements (numerical references)
and Notes to Statement of Earnings (Loss) (alphabetical references).
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES
CONSOLIDATED STATEMENT OF CHANGES IH FINANCIAL POSITION

($ in Thousand*)

f
SOURCES OF FUNDS

Year ended December 31,
1975 1974

Net earnings (loss) $ (2,410)
Operations not (providing) or requiring funds:

Income taxes - not payable due to expropriation loss
(Cerro de Pasco) 2,508

Realty losses not included in consolidated
funds (including write-off of goodwill of 98,040 in
1975) 32,477

Deferred income taxes, net —
Investment reserves 1148)
Depreciation, depletion and amortization 13,513
Minority interest, equity and dividends, n«t (1,396)

Total funds from operations *.... 44,544

Funds from other sources:
Collection of receivable from U.S. Government... —
Reduction in long-term portion of notes due fro* Alia 12,012
Long-term borrowing «.... 4,732
Sale of property, plant and equipment 5,206

Total funds from other sources « 21,950
Total sources of funds * $ 66,494

$ 15,927

26,503

13,606
(10,273)

290
8,444
711

55,208

10,000
10,423
40,692
1,105
62,220

$117,428

See Notea to Financial Statements (nuMrical references)
and Notes to Statement of Earnings (Loss) (alphabetical references).
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CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES
CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION - (Continued)

($ in Thousands)

USES OF FUNDS

Year ended December 31,
1975 1974

Acquistions of companies (excluding net current assets): t
Property, plant and equipment $ 14,392 $ 48,668 . i
Long-term debt assumed or incurred (8,439) (19,418) :j
Other, net (principally goodwill in 1975 and minority !
interest in 1974, respectively) 4,483 (3,992) j

10,436 25,258 ;j
Purchase of Tamarac Utilities, Inc. net non-current assets I

from Leadership Housing, Znc 13,630 ;:
Investment in real estate operations, net 7,680 15,437
Purchase of property, plant and equipment 27,080 17,455
Purchase of treasury stock 561
Cash dividends 9,494 8,315
Reduction of long-ten debt 15,447 37,800
Other, net 1,460 1,630

Total fund! us«d 85,227 106,456
Increase (decrease) in working capital $(18,733') $ 10,972

' '

INCREASE (DECREASE) IN WORKING CAPITAL

Cash, deposits and marketable securities $(43,411) $ 88,953
Receivable from Peru Government (30,415)
Accounts, notes and other receivables, net (1,450) 2,798
Inventories 12,356 23,095
Prepaid expenses 5,980 709

(26,525') 85,140
Long-term debt due within one year 7,566 (9,587)
Accounts payable 3,050 (49,553)
Accrued liabilities (2,824) (15,028)

7,792 (74,168)
Increase (decrease) in working capital $ (18,733) S 10,972

S«e Notes to Financial Statements (numerical references)
and Notes to Statement of Earnings (Loss) (alphabetical references).
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CEKRO CORPORATION AND CONSOLIDATED SUBSIDIARIES
NOTES TO FINANCIAL STATEMENTS

1. SUMMARY OF ACCOUNTING PRINCIPLES

Accounting principles followed by Cerro and its operating units are generally con-
sistent with their respective industry practices. Significant accounting policies are
as follows:

(A) Principles of Consolidation; Investments

The consolidated financial statements include the accounts of all significant
domestic subsidiaries; material intercompany transactions have been eliminated.

Operating results of foreign subsidiaries, in the years in which such subsidiaries
are included in the Statement of Earnings (Loss), are translated to U.S. dollars at average
exchange rates in effect during the respective years, except for depreciation and
depletion which are translated at the rates in effect when the underlying assets were
acquired. The effects of FASB Statement No. 8 (Accounting for the Translation of Foreign
Currency Transactions and Foreign Currency Financial Statements) on previously issued
financial statements are immaterial.

The investment in Southern Peru Copper Corporation, a 22'»%-owned affiliate, is
carried at cost, as are all other investments; income from these affiliates is recognized
only upon receipt of dividends. The cost method is used because all significant
affiliates are domiciled outside the United States in countries with histories of
political instability and significant foreign exchange restrictions.

(B) Inventories

Inventories are recorded at the lower of cost or market with cost computed on a
First-In, First-Out (FIFO) basis.

(C) Property, Plant and Equipment

Property, plant and equipment are recorded at cost. Gain or loss on retirement
is included in earnings. Maintenance and repairs are expensed; renewals and betterments
are capitalized. Depreciation of plant and equipment is based on the estimated
service lives of the assets using primarily the straight-line method. Depletion of
mining properties is charged based on units of production.

(D) Income Taxes

Deferred taxes are provided to account for the differences for accounting and tax
purposes in the recognition of certain income and expense items. Principally these
consist of the excess of accelerated tax depreciation over book depreciation, the use
of the installment sales method for tax purposes with respect to certain real estate
transactions which are recorded on the accrual basis for financial reporting purposes
and expenses and income recognized in different years for tax purposes than for accounting
purposes.

The investment tax credit is accounted for as a reduction of the provision for
U.S. income taxes.

See Note E to the Statement of Earnings (Loss) for the Company's accounting policy
with respect to future tax benefits.
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(E) Intangibles

Operating rights, franchises and permits obtained through the purchase of ICX
Industries, Inc. and the excess of cost of investments over the fair value of assets
acquired in purchase transactions are being amortized on a straight-line
basis over 40 years.

(F) Exploration, Research and Product Development

Exploration expenses incurred in the search for new mining properties and research
and development expenses for new or existing products are charged to earnings as incurred.
Development costs of bringing new mineral properties into production are capitalized and
amortized over the anticipated life of the ore reserve when production begins.

(G) Pensions

Pension costs, actuarially determined and funded as accrued, include as to certain
of the plans amortization of prior service costs over periods not exceeding 40 years.

2. ADVANCE PAYMENT TRANSACTIONS AND RESTRICTED DEPOSITS

In December 1975 and 1974, Cerro entered into copper sales agreements under which
it received approximately $62,000,000 and $65,000,000, respectively in advance. Funds
received in 1975 are unrestricted. In 1974, $50,000,000 was placed in time deposits.
Additionally, approximately $54,000,000 in nonnegotiable certificates of deposit was
placed with a financial institution. The $104,000,000 of deposits, which matured in
March 1975, are shown in Cerro's balance sheet as restricted as of December 31, 1974.
Cerro's accounts payable at December 31, 1975 and 1974 include obligations to customers
amounting to approximately $62,000,000 and $65,000,000 for delivery of copper in
March 1976 and 1975. See Note E to the Statement of Earnings (Loss) for additional
information as to the tax effects of these transactions.
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3. INVENTORIES

Inventories (excluding real estate inventories) entering into the determination of
net earnings (loss) were as follows:

December 31,
1975 1974 1973

($ in Thousands)

Refined metals and ores S 37,843
Manufacturing inventories:

Raw materials 15,030
Work in progress 18,809
Finished goods 27,791

$7,836 $ 8,798

Operating supplies. 3,652
$103,125

23,668
26,161
30,392

2,712
$90,769

24,709
18,080
14,250

1,837
$67,674

4. NOTES DUE FROM CHILE

In 1971, the former Government of Chile expropriated Compania Minera Andina, S.A.
(Andina), a Chilean corporation 70% owned by Cerro. Andina is the owner and operator of
the Rio Blanco copper mine in which Cerro had invested $35,674,000 in the form of equity,
notes and accrued interest.

On March 12, 1974, Cerro Corporation signed a compensation agreement with the
Government of Chile for $41,300,000 consisting of $2,700,000 of cash and $38,600,000 in
seventeen year, 9.165% Series A and B Notes, which are exempt from Chilean taxes and
guaranteed by the Central BanX of Chile. The notes and related interest are payable semi- .
annually. An amount of $500,000 was also received representing payment for commissions
earned on shipments made by a Cerro subsidiary on behalf of Andina. The difference of -
$5,600,000 between the principal settlement of $41,300,000 and Cerro's book value at
December 31, 1973 of approximately $35,700,000 represents primarily interest earned since j
the date of expropriation on loans made by Cerro to Andina in 1966 and 1968. This interest I
had not been reflected in prior years' earnings of Cerro as there was no reasonable assurance*
at that time of collection. This interest will be reflected in earnings as and when ;
the last $5,600,000 in collections on the notes is received.

In addition, an agreement was entered into on July 14, 1974 between Cerro and the
Overseas Private Investment Corporation (OPIC), an agency of the U.S. government whereby
OPIC guarantees, in the event of a default by the Chilean government, the payment of a
portion of the total face amounts of each of the Series B Notes. The amount guaranteed
under this provision of the agreement at December 31, 1975 was approximately $8,100,000.
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Cerro and the -Government of Chile have an arrangement covering the purchase
and resale of certain copper-bearing materials produced in Chile, which cannot be pro-
cessed there and which are outside normal Chilean production and exports. The proceeds
from the resale of these materials are being applied to prepayment of notes, in inverse
order of maturity, and have resulted in the prepayment of a substantial portion thereof.
During 1974 Cerro received approximately $2,900,000 in principal prepayments and
$900,000 of principal in September, 1974 in accordance with the normal payment terms of the
agreement. In 1975, Cerro has further reduced the balances due on the notes by
prepayment applications of $9,400,000 and regular payments of $2,900,000.

5. INVESTMENTS

Cerro1s investments are summarized below;

Equity
% 1975 1974

($ in Thousands)

Southern Peru Copper Corporation.. 22̂ i $13,375 $13,375
Northwest Iron Co., Ltd 24 1,950 1,950
Peruvian affiliates ~ 5,553 5,709
Mining and manufacturing ventures

(principally foreign) — 2,961 5,408
23,839 26,442

Reserve for investments — (9,997) (10,145)
$13,842 $16,297

Southern Peru Copper Corporation

Cerro's 22"*% equity interest in Southern Peru's book value was $66,994,000 and
$69,129,000 as of December 31, 1975 and 1974 which exceeds its investment by $53,619,000
and $55,754,000 respectively. Despite the fact that Cerro owns 22"*% of Southern Peru,
Cerro recognized earnings only to the extent dividends are received. If the
equity method had been used, Cerro's earnings from continuing operations would have de-
creased by $ .27 a share in 1975 compared with an increase of $1.05 a share in 1974.

Southern Peru's net income (losu) for 1975 was $(9,597,000) compared to $40,480,000
for 1974. No dividends were paid to shareholders} since the last half of 1972, dividends have
been suspended as Southern Peru used its earnings to aid in financing the development of
the Cuajone mine.

On February 27, 1976, Cerro made a contribution to the capital of Southern Peru in
the amount of $4,450,000, its proportionate share of a total increase in capital of
$20,000,000. Such funds will b« used to continue development of Cuajone. Because the
projected costs of Cuajone will exceed presently available funds (including the above
$20,000,000), an additional equity offering of $25,000,000 may be required by Southern
Peru's lenders. To the extent that Cerro does not subscribe thereto, its equity interest
in Southern Peru would b« diluted.

Pursuant to Peruvian law, the mining community, made up of Southern Peru's employees,
may eventually receive 50% of the ownership in Southern Peru. As the equity interest of
the mining community increases, Cerro1s interest will decline proportionately.

Northwest Iron Co.. Ltd.

Cerro's interest in a Tasmanian iron ore joint venture is held through its 24%
ownership of Northwest. Cerro and another owner of Northwest have agreed to advance
sufficient funds to maintain working capital, as defined, at $500,000 until certain
outstanding indebtedness aggregating $18,300,000 at December 31, 1975 is repaid; such
repayment is scheduled for 1983. Under this arrangement, Cerro is obligated to advance
one-third of the funds necessary to maintain working capital at this level. Cerro was
not required to advance funds to Northwest for this purpose in 1974.
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In July, 1975, Cerro pledged 51,000,000 principal amount of marketable debt
instruments owned by it to a lending institution as partial security for an interim
loan in the amount of S3,000,000 made to Northwest. On November 7, 1975, in connection
with permanent financing arrangements and upon an increase in the loan to $6,000,000,
Cerro increased the principal amount of pledged securities to 52,000,000. These 0

securities are included in the balance sheet caption Other Assets.

In the event that Cerro and the principal owner would find it desirable to have
the entire amount of indebtedness repaid rather than contribute to working capital,
Cerro would be contingently liable for $6,100,000 based on the amount of indebtedness out-
standing at December 31, 1975. There can be no assurance that the principal owner would
concur in such judgement and agree to repay that portion of the indebtedness relating
to its share of the obligation.

Cerro's 24% share of the most recent profits (losses) of Northwest is:

Nine months ended December 31, 1975 (unaudited) $(210,000)
Fiscal year ended March 31, 1975 462,000*
Fiscal year ended March 31, 1974 471,000*

•Including Cerro's proportionate share of extraordinary credits from utilization
of tax loss carryforwards in the amount of $202,000 and $223,000 for the fiscal years
ended March 31, 1975 and 1974, respectively.

Cerro has never received dividends from this affiliate and, in 1973 and 1974, fully
reserved, exclusive of any contingent liability resulting from the agreement discussed
above, the amount of its investment in Northwest.

6. PROPERTY, PLANT AND EQUIPMENT

Non-realty property, plant and equipment are summarized below:

1975 1974
($ in Thousands)

Land and buildings $47,815 $40,841
Machinery and equipment 103,174 84,474
Mining properties 39,255 31,966
Revenue equipment 21,454 21,194
Utility plant 11,946
Construction in progress 8,448 3,728

232,092 182,203

Less: Accumulated depreciation, depletion and
amortization 74,869 62,591

$157,223 $119,612

Depreciable lives of non-realty property, plant and equipment are:

Years

Buildings 10-40
Machinery and equipment 4-25
Revenue equipment 5-7
Utility plant 10-40

F-ll
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7. ACCRUED LIABILITIES

Accrued liabilities consist of the following:

1975 1974
($ in Thousands)

Payroll
Income taxes.
Interest
Pensions
Other

$ 7,207
15,771
1,431
4,476
12,481

$ 41.366

$ 7,729
14,515
1,597
4,848
9,853

$ 38,542

8. FINANCING AGREEMENTS

(A) The following table gives the detail on Cerro's long-term debt (other than real
estate debt):

Promissory notes to institutions (a)...
Promissory notes to an institution (b).
Promissory notes to corporations (c)...
Promissory notes to individuals (d)
Promissory notes to banks (e)
1st mortgage note payable (f)
Subordinated debentures (g)
Subordinated promissory notes to an
individual (h)

Other (i)

Interest
Rate

6-3/8%
6%

Due

5%
110% Prime
10%
7%

12%
5-15%

1976-1987
1976-1981
1977-1987
1976-1980

1977
1976-1990

1990

1976-1984
1976-1990

Less current portion.

1975 1974
($ in Thousands)

$ 24,000 $ 26,000
9,000 10,500
35,000 35,000
8,439

8,000
2,631 2,712
3,879 3,570

8,330 11,468
10,359 14,230
101,638 111,480
7,113 14,679

$ 94,525 $ 96,801

(a) Payable in annual installments of $2,000,000.
(b) Payable in annual installments of $1,500,000.
(c) Payable in annual installments of $3,500,000 and secured by mining properties.
(d) Represents the balances due on the fixed purchase prices for the acquisitions of

GM&W and Delta ($5,221,000) and Stott ($3,218,000) as discounted to an effective
rate of 9%. The balances are to be paid as cash is generated from operations,
with payments estimated to be made annually in approximately equal amounts.

(e) Repaid on January 24, 1975. Accordingly the $8,000,000 has been reflected as a
current payable at December 31, 1974.

(f) Secured by buildings and payable in monthly installments of $28,975 including
interest.

(g) Redeemable at Coapany's option at prices ranging from 104.5% in 1976 to 100% in
1984) annual linking fund payments of $325,000 are required beginning in 1976 with
the option to make additional annual payments of $325,000 (such payments may be
reduced by the principal amount of debentures acquired by the Company; as a result
all of the 1976 and 1977 installments and all but $139,000 of the 1978 installment
have been satisfied at December 31, 1975)) debentures are convertible into
common stock of Cerro's subsidiary (Golconda Corporation) at a conversion price of
$10.67 per share (subject to antidilution provisions). These debentures were
discounted to an effective interest rate of 10% upon acquisition of Golconda
Corporation.

fh) Payable in annual installments of $1,207,000. On August 1, 1975, $1,931,000 of
debt maturing in 1982-84 was paid,

(i) Other long-term debt includes payables by ICX at December 31, 1975 and 1974 of
$5,598,000 and $10,228,000 respectively, of which $3,918,000 and $7,092,000 was
secured by revenue equipment.
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The various note agreements impose certain restrictions on Cerro, including the
paytnent of cash dividends and reacquisition of capital stock. Approximately 339,100,000
ftt December 31, 1975 of retained earnings was not restricted; however see Note 13 for

to a note agreement effective subsequent to December 31, 1975.

Payments of long-term debt during the next five years are as follows:

1976 .................................. $ 7,113,000
1977 .................................. 11, 372 , 000
1978 .................................. 12,098,000
1979 .................................. 10,849,000
1980 .................................. 9,744,000

(B) Rentals due under various long-term leases for certain office space, equipment
and freight terminals for periods after 1975 are as follows:

1976 .................................. $ 1,884,000
1977 .................................. 1,578,000
1978 .................................. 1, 334 , 000
1979 .................................. 1,053,000
1980 .................................. 973, 000
1981 - 1985 ........................... 3,372,000
1986- 1990 ........................... 1,279,000

Sublease rentals are insignificant. Non-capitalized financing leases are immaterial.

(C) In the third quarter of 1975, a subsidiary entered into short-term line of credit
agreements with two banks in the amounts of $5,000,000 each. Borrowings under the lines
bear interest in one case at the bank's prime rate and in the other at >i of 1% above the
bank's prime rate. The subsidiary is expected to maintain average compensating balances,
which may be withdrawn without restriction, of 10% of the amounts borrowed. Under one
line, an additional compensating balance of 10% of thft maximum available is necessary.
Compensating balances are based on average collected cash balances on deposit at the banks.
Since the loans were negotiated, the maximum amounts borrowed totaled $7,000,000 with
average borrowings of $4,986,000. Interest rates during the period averaged 7.7%.

In January 1976, this subsidiary entered into an additional short-term line
of credit with a third bank in the amount of $10,000,000. Borrowings under this line
bear interest at the bank's prime rate. A compensating balance of 20% of any amounts
borrowed will be required.

Another subsidiary has a revolving credit agreement with a bank whereby the
subsidiary may borrow up to 90% of the depreciated book value of certain equipment, with
a maximum available credit line of $5,000,000. The subsidiary is expected to maintain
an average compensating balance (which may be withdrawn without restriction) of 15% of
the outstanding loan balance, based upon the average collected monthly bank deposit.
Effective January 1976 the agreement was revised to require compensating balance
maintenance of 10% of the total commitment plui 10% of the outstanding loan balance.
Additionally, in connection with an unsecured loan of $1,680,000 this subsidiary is
required to maintain a compensating balance of 15% of the loan balance.

F'13 LS 001306
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f9. STOCK OPTIONS

At December 31, 1975 Cerro had two stock option plans in effect covering
officers and key employees. The 1970 Plan is qualified and discontinued as to
additional grants whereas the 1971 Plan (Alternate Stock Option Plan) is non-
qualified. The 1964 Plan expired on November 21, 1974. The terms of options
under the two current plans generally are five years from the date of grant.

Optionees are not entitled to exercise both the stock options under the
1970 Plan and the stock options under the 1971 Plan. In addition, since
March 14, 1973, holders of the options under the 1971 Plan are not entitled to
exercise such options but receive in cash the difference between the option
price and the market value at the time the option is exercised. No more than I
50% of the shares covered by any option can be issued in payment for such j
appreciation, with the balance payable in cash. At December 31, 1975 and 1974, I
422,856 shares of common stock were reserved for issuance under the 1970 and '
1971 Plans. j

On March 15, 1974, the 1971 Plan was amended to provide that the option
price per share of each option outstanding on May 14, 1974 and of each option
granted thereafter, would be reduced by an amount equal to the aggregate cash
dividends declared and paid on each share of common stock during the period '
beginning with the later of (a) May 14, 1974 or (b) the date of grant of the
option and ending on the date the option is presented for exercise, subject to
the limitation that in no event will the option price per share be reduced to
less than 50% of the original option price per share or the then par value of
each share, whichever is higher. The 1971 Plan is to remain in effect until
terminated by the Board, but no options may be granted after February 23, 1980. j
On May 13, 1975 the Board of Directors directed that no shares of common '
stock will b« issued in payment of the appreciated value of any option, but
such appreciated value will be paid exclusively in cash.

The Board of Directors has the power to cancel all or any part of any
outstanding option under the 1971 Plan in the event it determines that the
ultimate Federal income tax consequences or the financial accounting effects
of the exercise of options under the plan would not be in the best interest
of Cerro.

The option price under both Plans is 100% of fair market value of the
stock on the date of grant. In 1974, options were granted to purchase 34,750
shares under the Plans. No options were granted in 1975. In 1974 and 1975,
options to purchase 317,712 and 31,919 shares expired, respectively. Options
for 83,947 shares were cancelled in 1975. Details of other transactions for
the years 1973, 1974 and 1975 are as follows:
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No. of
Shares(a?

Option Price Market Value

Became Exercisable In:

1973
1961,1964,1970
Plans

1971 Plan

1974
1970 Plan.
1971 Plan.

1975
1970 Plan.
1971 Plan.

41,978
66,851

46,944
88,360

17,715
39,844

Exercised In:

1973
1961, 1964, 1970
Plans
(Granted 1963)

1971 Plan

1974
1964, 1970 Plans.,
1971 Plan ,

15,407

None

None
59,345

(Granted in 1971-1974)

1975
1970 Plan None
1971 Plan 38,794

(Granted in 1971-1974)

Outstanding at:

December 31, 1974
1970 Plan 106,975

(Granted in 1970-1973)
1971 Plan 226,048

(Granted in 1971-1974)

December 31, 1975
1970 Plan 51,983

(Granted in 1971-1973)
1971 Plan 126,380

(Granted in 1971-1973)

Per Share(a) Amount Per Share(a) Amount

512.94 to $25.24 $ 709,000
12.94 to 17.25 1,062,000

$13.50 to $16.19(c) S 629,000
13.50 to 16.19(c) 1,027,000

12.94 to 25.24
12.56 to 18.13

13.19 to 17.25
11.38 to 17.03

864,000
1,369,000

287,000
576,000

11.62 to 18.94(c)
11.62 to 18.94(c)

-10.88 to 16.94(c)
10.88 to 17.00(c)

771,000
1,422,000

239,000
542,000

12.02 to 12.03

None

None
12.69 to 17.25

None
12.41 to 15.85

185,000

None

None

13.94(d)

None

None

215,000

None

None
921,000(f) 17.00 to 18.94(d) 1,078,000

None None
544,000(f) 14.19 to 17.19(d)

None
632,000

13.19 to 18.15 1,793,000

12.01 to 17.33(e)3,385,000

13.19 to 17.25 685,000

10.81 to 16.13(e)l,695,000

13.19 to 18.15(b)

12.56 to 18.13(b)

13.19 to 17.25(b)

12.56 to 18.13(b)

1.793,000

3,558,000

635,000

1,?37,000

(a) Adjusted for stock dividends and stock split.
(b) At dates of grant.
(c) At dates options became exercisable.
(d) At dates exercised.
(e) Adjusted for cash dividends declared and paid subsequent to May 14, 1974.
(f) Optionees received in cash $157,000 and $88,000 for the years 1974 and 1975 re; resent-

ing the excess of market value at date of exercise over the option price. S^ir-s
available for future options under the 1971 Plan at December 31, 1975 and 19'4 .-re

296,476 and 196,808, respectively.
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10. SHAREHOLDERS' EQUITY

On September 7, 1973, Cerro made a tender offer to purchase up to 500,000
shares of its connnon stock at $15.00 per share. A total of 419,039 shares, or
84% of the original offer, which expired October 15, 1973, was tendered. Cerro
repurchased on the open market in 1974 and 1973, 36,000 and 112,400 of its shares,
respectively. The shares purchased are being held as treasury stock. Mo shares
have been reacquired in the year ended December 31, 1975.

Authorized preferred stock of 1,000,000 shares, without par value is unissued.

Reappraisal surplus ($52,959,000), which arose on the re-evaluation of Cerro 's
Peruvian mining properties in 1943 and 1951, has been transferred to retained
earnings in 1973 to offset the charges to retained earnings for depletion and
amortization of appraised values and the write-off of Peruvian assets.

11 . PENSIONS

Cerro has several pension plans covering most of its employees. The Company
is in the process of estimating the impact of the Pension Reform Act of 1974 on
net income for 1976. Management believes that additional expense and funding
requirements expected to result from any required amendments to the Company's
plans should not be material in relation to present expense for these plans.
The unfunded vested benefits are expected to increase, but the amount of such
increase will not be determinable until management decides how present vesting
provisions may have to be amended to conform with the new law and regulations
thereunder.

The actuarially computed value of vested benefits for certain plans exceeded,
as of December 31, 1975, the respective pension funds assets and related balance
sheet accruals by approximately $7,500,000. At that date unfunded past service
costs totalled approximately $13,000,000.

12 . LITIGATION

In April and May 1975, several lawsuits were commenced against various
defendants including Cerro. A class action alleges (1) that certain trans-
actions between Cerro and a former officer of Cerro were entered into solely to
permit Harmon (See Note 13) and Harmon's parent company and its principal stock-
holders to obtain control of Cerro and (2) that efforts were made by certain of
the defendants to depress the market value of Cerro' s common stock in order to
effectuate a merger between Cerro and Harmon on terms unfavorable to the Cerro
stockholders, other than Harmon, in violation of the anti- fraud provisions of
the Federal securities laws and in violation of their fiduciary duties to Cerro.
The relief sought includes compensation for damages sustained by the class as
a result of the matters alleged in the complaint and an injunction for a period
of at least five years against the voting of shares of Cerro common stock owned
by Harmon. No relief is sought from Cerro. On March 24, 1976 an agreement in
principle was reached among all counsel to settle this class action whereby
certain defendants would pay approximately $2,365,000 (including attorneys' fees)
to members of the class. No part of this payment is to be made by Cerro or its
successor, Cerro-Marmon (see Note 13) .

A series of shareholders' derivative actions, alleges, among other things,
that there occurred in connection with a 1974 agreement between Cerro and a ^
former officer of Cerro, violations of the anti-fraud provisions of the Federal O
securities law and breaches of the defendants' fiduciary duties to Cerro pursuant £•
to an alleged plan among the defendants to permit Harmon and the principal stock- O
holders of Harmon's parent company to acquire control of Cerro. These complaints ^
demand that the defendants account for any profits realized by them and any >— 1
losses and damages sustained by Cerro as a result of the matters alleged therein.

f
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One additional suit, commenced in May 1975, in which Cerro, certain of its
present and former directors, and Cerro1s independent accountants were defendants,
alleged that Cerro1s financial reporting practices for 1972-74 had not accurately
reflected the difficulties of certain subsidiaries, including Leadership Housing,
Inc. and Cerro de Pasco Corporation, Cerro1s former Peruvian mining subsidiary-
On January 27, 1976 this suit was dismissed conditionally. Such dismissal became
final March 26, 1976.

See Note 13 for additional lawsuits filed subsequent to December 31, 1975.

13. SUBSEQUENT EVENT (UNAUDITED)

On February 24, 1976, as a result of the vote of the common stockholders of
Cerro, a business combination between Cerro and The Marmon Group, Inc. (Michigan)
("Harmon") was consummated. The transaction was accomplished by having
GL Corporation, owner of all of Harmon's capital stock, transfer those shares to
a newly-formed Delaware corporation, Cerro-Marmon Corporation, in exchange for
5,000,000 newly-issued common shares thereof, each with four votes per share.
Cerro immediately thereafter, merged into Cerro-Marmon. As a result, Marmon
became a wholly-owned subsidiary of Cerro-Marmon. At the time of the merger,
Cerro common stock held in the treasury was cancelled.

Former common stockholders of Cerro, other than Marmon, (which owned 45.33%
of Cerro's common stock), by virtue of their approval of the terms of the merger,
received for each share of common stock, one share of $1 par value Series A
Preferred Stock, with a cumulative annual dividend of $2.25 per share and a
liquidation preference and redemption price of $22.00 per share, each with one
vote. The Preferred may be called for redemption, in whole or in part, beginning
April 1, 1981 and will be entitled, beginning January 1, 1982 and annually there-
after to sinking fund payments, sufficient to retire annually 6-2/3% of the issued
Preferred Stock and the entire issue fifteen years later. Dividends and sinking
fund payments are. subject to restrictive provisions in one of Cerro's pre-existing
debt instruments (see Note 8) which agreement was amended in contemplation of the
business combination. Under such amended note agreement, Cerro-Marmon would have
had approximately $14,800,000 available for dividend and sinking fund payments
in respect of the Preferred Stock at December 31, 1975.

Available dividend capacities will vary under this latter limitation from
time to time in accordance with changes in current assets and current liabilities
of Cerro-Marmon. Marmon is subject to a loan agreement relating to Marmon
indebtedness in the principal amount of $68 million (reduced to $43 million as
a result of a capital contribution by Cerro-Marmon to Marmon after the business
combination) which limits annual dividend payments and requires substantial pay-
ments of principal beginning November 1976, which payments will reduce its
available cash and thereby further restrict, during the term of the loan, its
ability to pay dividends to Cerro-Harmon.

Two individuals claiming to be shareholders of Cerro commenced a class action
on February 18, 1976 in the Supreme Court of the State of New York against Cerro,
Cerro-Marmon, Marmon and all of the present directors of Cerro, seeking to enjoin
the merger. The New York court denied the plaintiffs' motion in all respects
after which plaintiffs filed a notice of appeal. Such appeal is scheduled to be
heard on April 9, 1976. One of these individuals commenced a similar class
action on February 20, 1976 in the Federal District Court for the Southern Dis-
trict of New York, additionally alleging violations of the anti-fraud provisions
of the Federal securities laws. Another individual claiming to be a shareholder
has filed a class action in the Southern District of New York alleging violations
of the anti-fraud provisions of the Federal securities laws. In the opinion of
counsel, the claims in these class actions should not be sustained.
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14. CONDENSED REAL ESTATE FINANCIAL STATEMENTS

Presented below are the condensed financial statements of the real estate operations
("Leadership Housing, Inc."), together with related footnotes. Intercompany transactions,
including interest charges, have been eliminated from these financial statements.

LEADERSHIP HOUSING, INC.

STATEMENT OF OPERATIONS
(5 in Thousands)

Year Ended December 31,
1975 1974

Sales:
Single family housing
Multi-family housing
Land sales
Other

$ 32,704
4,758
3,154
3,571

44,187

$ 81,098
8,968
2,942
2,998

96,006

Other revenue including interest income
of $6,368 and $6,751, and equity in joint
venture income (loss) of $(554) and $2,214 6,117

50,304

9,055

105,061

Cost of Sales

Provision for writedowns of inventories
and related items (Note 1 & 3)

Selling and administrative expenses
Write-off of goodwill (Note 1)
Interest cost accrued
Less interest capitalized (Note 9)

Income (loss) before income taxes

46,199

8,700

54,899

(4,595)
(11,589)
(8,040)
(14,451)
6,198

92,767

5,300

98,067

6,994
(12,740)

(16,321)
8,461

($ 13,606)

Numerical note references are to the Notes to The Condensed Real Estate Financial
Statements; alphabetical note references are to the Statement of Earnings (Loss) of
Cerro Corporation and Consolidated Subsidiaries.
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LEADERSHIP HOUSING, INC.

BALANCE SHEET
($ in Thousands)

ASSETS

Cash (Note 6)
Notes and other receivables (Notes 2, 4 & 6)
Inventories (Notes 3, 6 & 8)
Investments in joint ventures (Notes 4 S 6)
Property, plant & equipment, net (Notes 5 & 6)
Goodwill (Notes 1 S 8)
Other assets

December 31,
1975

$ 1,951
36,846
112,833
8,007
4,093

2,876

1974*

$ 4,688
46,500
118,262
8,522
17,951
8,262
4,801

$208,986

LIABILITIES AND SHAREHOLDER'S EQUITY AND ADVANCES

& A)Notes payable (Note 6
Accounts payable
Accrued liabilities
Customer deposits
Rent guarantee reserves
Estimated cost to complete property sold
Deposits on property subject to
repurchase (Note 7)

Deferred income

Shareholder's equity fi advances (Note 6)

•Reclassified for comparative purposes.

$102,090
3,622
7,231
5,527
2,839
187

7,244
3,160

131,900

34,706

$112,724
9,062
6,603
6,219
2,757
479

7,236
4,403

149,483

59,503

$166,606 $208,986

Numerical note references are to the Notes to the Condensed Real Estate Financial
Statements; alphabetical note references are to the Statement of Earnings (Loss) of Cerro
Corporation and Consolidated Subsidiaries.
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NOTES TO CONDENSED FINANCIAL STATEMENTS OF
REAL ESTATE OPERATIONS (LEADERSHIP HOUSING, INC.)

NOTE 1 - SUMMARY OF ACCOUNTING POLICIES:

The major accounting principles and methods used by Leadership are described below.

(A) Recognition of Revenue

Sale of single family houses and condominiums are recorded when escrow closes and
title has passed to the buyer, at which time cash has been received for substantially the
full sales price. At that time, land costs, allocated site, development costs, specific
construction costs, related capitalized interest and real estate taxes are relieved from
inventory and charged to cost of sales along with a provision for sales commissions and
estimated miscellaneous warranty costs. Customer down payments and payments of specified
amounts at certain stages of construction prior to closing are recorded as customer deposits.

i
Sales of recreational facilities and developed and undeveloped land are recorded at the

time escrow closes and the Company has received the required cash down payment and all
other conditions necessary for profit recognition have been satisfied.

Revenues and profits on sales of land which the Company is required to develop
are recognized over the development period in the ratio of costs incurred to estimated total r

costs at completion providing future costs can be reasonably quantified. t

I
Sales of land whereby the Company intends or is obligated to repurchase such (

property are treated as financing arrangements and are not recorded as sales. Costs of
land and improvements applicable to such sales are included in inventory and cash re-
ceived from the buyer is recorded as deposits on property subject to repurchase. Notes
receivable on such transactions have not been recorded in the balance sheet. Interest
received on such unrecorded notes is recorded as additional deposits on property subject
to repurchase.

Multi-family projects are generally sold to investors subject to physical construc-
tion and minimum cash flow guarantees. Where minimum cash flow guarantees exist, a sale
is not recorded until the project achieves a cash flow sufficient to provide for all
operating expenses and guarantee requirements. Once this level of operation is achieved,
profits are recognized in the ratio of costs incurred to date to estimated
total costs at completion over the period of performance including the guarantee period.
Costs include anticipated operating expenses of the property during the guarantee period.
Anticipated gross rental income during the guarantee period is reduced by an appropriate 5
margin and is recorded M- additional rent guarantee reserve. Costs of land and w
improvements on multi-family projects which have not satisfied all conditions for income G
recognition are included in inventory, amounts of investors' payments are reflected as j
deposits and the related notes receivable secured by all-inclusive trust deeds are not
recorded on the balance sheet. Certain profits from projects sold in years prior to 1972
which have continuing seller involvement or cash flow guarantees over extended periods up o
to 30 years have been deferred and included as additional rent guarantee reserve in the N
accompanying balance sheet.
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(B) Inventories

Inventories are carried at cost or estimated net realizable value whichever is lower.
The estimated net realizable value of inventories is evaluated based on disposition of
inventories in the normal course of business under existing and anticipated market
conditions. The evaluation takes into consideration the current status of the property,
various restrictions, carry costs, debt service requirements, and any other circumstances
which may affect net realizable value including management plans for the property. Due to
the large acreage of certain land holdings, disposition in the normal course of business
may extend over a number of years. Land is carried at average cost plus interest and
real estate taxes. Site development is at average cost and construction is at specific
cost. Single and multi-family inventory consists of land, land improvements, construction
costs and other capitalizable costs including interest and real estate taxes for projects
currently under development. Land and improvements applicable to single family
construction and multi-family projects are transferred to such inventory captions when
construction commences.

Consistent with the above method of valuing inventories, the Company has
provided for reductions of inventories to their estimated net realizable values where
appropriate.

(C) Property, Plant and Equipment

Property, plant and equipment is carried at cost and is depreciated by the straight-line
method over the estimated useful lives of the assets. Costs of additions and major improve-
ments are capitalized and expenditures for maintenance and repairs are expensed. When
property or equipment is retired or sold, any profit or loss on the transaction is recognized
currently.

The estimated useful lives of property, plant and equipment are indicated below:

Years

Buildings and structures 25
Utility system 40
Leasehold improvements Term of Lease
Machinery and equipment 4
Furniture and fixtures 6

(D) Goodwill

The excess of the price paid by Cerro over the book value of Leadership was allocated
50% to land and 50% to goodwill. The amount included in land is charged to cost of sales
when land is sold and Mounted to $147,000 in 1975 and $1,040,000 in 1974, respectively.
Goodwill amortization was over forty years commencing in 1972 and amounted to $222,000 to
Jane 30, 1975 and $443,000 in 1974, respectively.

The unamortized balance of goodwill of $8,040,000 at June 30, 1975 was charged to
operations at that date after the determination that there was no continuing benefit. See
Note M to the Statement of Earnings (Loss).
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(E) Deferred Income

Deferred income consists of interest, which is amortized into income over
a specified term; deferred profit, which is amortized into income over the
construction and guarantee period of multi-family projects; and deferred profit
on a sale of land recorded on the installment method.

(F) Income Taxes

The real estate operations are included in Cerro's consolidated tax return.
See Note E to the Statement of Earnings (Loss) and Note 1 to Cerro's Financial
Statements for additional information.

NOTE 2 - RECEIVABLES;

Notes and other receivables at December 31, 1975 and 1974 consist of the
following (in thousands):

1975 1974

Notes
First trust deeds $ 16,142 $ 18,807
Second trust deeds 7,524 13,153
Secured by all-inclusive trust deeds, net 8,880 9,351 |

32,546 41,311

Other receivables (including $1,719,000
and $1,687,000 due from Pritzker Trusts*)
less allowance for uncollectibility of
$406,000 and $833,000 respectively 4,300 5,189

$ 36,846 $ 46,500

*The beneficiaries of the Pritzker Trusts are members of the Pritzker family,
including Mr. J. A. Pritzker (Chairman of the Board of Directors of Cerro) and
Mr. R. A. Pritzker (President of Cerro). The Pritzker family is also the
beneficial owner of 100% of the outstanding common shares of Cerro.

First trust deed notes receivable arise from the sales of land and
recreational facilities which mature from the date of sale within 10 years
for land and 30 years for recreational facilities. Such receivables are
secured by the related land and recreational facilities.

Second trust deeds arise primarily from the sales of single family
residences and certain sales of land. Receivables due from single family home
sales, which ax* subordinated to first trust deeds held by financial institu-
tion̂  are due in monthly Installments of principal and interest for periods
averaging nia» years. The Company has imputed interest on these receivables
arising from single family home sales to yield a 12% effective interest rate.

Second trust deeds include a $955,000 receivable due December 31, 1975
which is currently in default and which is secured by real estate. The company
is involved in litigation seeking to improve its security position. The holder
of the first trust deed has filed an action of foreclosure on the total property.
If the first trust deed holder is successful and the Company is not successful
in its litigation efforts, collectibility of the second trust deed is unlikely.
The status of the above matter at December 31, 1975 is such that the ultimate
collectibility cannot be determined.
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Other receivables include a $610,000 unsecured receivable due from the Pritzker
Trusts representing approximately 50% of the profit from the sales of property in 1974 by
the Trusts to third parties. Certain of the purchasers are seeking recission of the
contracts, and if they are successful, the Company would be required to reverse the
$610,000 profit recorded in 1974. The ultimate collectibility cannot be determined as
at December 31, 1975.

Notes receivable secured by all-inclusive trust deeds less underlying trust
deed notes payable are due in annual instalments of up to 30 years.

Notes and other receivables (including notes receivable secured by all-inclusive
trust deed notes less underlying trust deed notes payable) mature by their terms in
varying instalments. At December 31, 1975 and 1974, the net amount due within one
year is $4,756,000 and $7,143,000, respectively.

At December 31, 1975 and 1974, there are unrecorded notes receivable aggregating
$16,965,000 ($2,980,000 from Pritzker Trusts) and $12,365,000 ($2,989,000 from Pritzker
Trusts), respectively, which resulted from sales treated as financing arrangements and
sales of multi-family projects which have not satisfied all conditions for income
recognition. The portion of these notes due within one year by their terms aggregates
$1,558,000 and $1,347,000, respectively. Certain unrecorded notes have been pledged as
collateral securing the Company's term loan.

NOTE 3 - INVENTORIES;

Inventories at December 31, 1975 and 1974 consist of the following (in thousands):

1975 1974

Land and improvement costs $ 75,981 $ 67,494
Single family construction 22,546 40,291
Multi-family projects 10,504 6,675
Land subject to repurchase from Pritzker
Trusts (Note 7) 3,802 3,802

$112,833 $118,262

Land and improvement costs at December 31, 1975 include $7,577,000 for
properties in the process of foreclosure.

The provisions for the writedowns of inventories to estimated net realizable values
and related items consist of the following (in thousands)!

December 31,
1975 1974

Reduction of inventories to estimated net
realizable value:
Housing $ 800 $ 1,700
Land and improvements 7,900 2,400

Abandoned land options and related costs ______ 1,200
$ 5,300

Of these amounts, $4,200,000 and $2,400.000 were provided in the fourth quarters
of 1975 and 1974, respectively.

F-23 LS 001316

MARGRP CDA dm -1607



NOTE 4 - INVESTMENTS IN JOINT VENTURES:

The investments in joint ventures at December 31, 1975 and 1974 consist of the
following (in thousands):

1975 1974

Equity in net earnings $ 5,963 $ 6,516
Notes receivable due in annual instalments of
principal and interest through 1979 4,596 4,762

Notes payable due in annual instalments of
principal and interest through 1979 (2,809) (2,957)

Interest receivable, net 257 201
$ 8,007 $ 8,522

In connection with a mortgage modification agreement, the Company has subordinated
its $4,596,000 notes receivable from a second to a third position, extended the maturity
date to December 31, 1979 and waived all principal payments through December 31, 1976.

i

The accounting policies and principles followed by the joint ventures insofar as
they relate to revenue and profit recognition are the same as those noted as being followed
by the Company.

The Company is a participant in two joint ventures with the Pritzker Trusts each
of which provides for participation in 50% of the profits and losses. At December 31, 1975
and 1974, these two ventures which hold unimproved property have not made any sales. In
addition, the Company is a participant in another joint venture, which is developing and
selling property, in which the Company participates in 50% of profits only (not losses) for
approximately 40% of the unsold property at December 31, 1975 being developed and 50% of
profits and losses for the other 60% of the property. In January 1975, two golf courses
and related facilities were transferred from this joint venture to a new joint venture in
which the Company participates in 50% of profits and losses.

In all four of these ventures the Company has no obligation to make any capital
contributions except in the event of dissolution of the ventures. However, to the extent
the other participants make such contributions preference will be made as to ultimate
distributions for such contributions as well as an interest factor thereon.

2

NOTE 5 - PROPERTY, PLANT AND EQUIPMENT: i
I

At December 31, 1975 and 1974 the major classifications of property, plant and i
equipment (at cost) are as follows (in thousands): t

1975 1974

t-.
Land and land improvements $ 1,078 $ 1,359 —
Buildings and structures 193 994 2
Utility system 15,060 §
Machinery, equipment, etc. 955 1,266
Golf course and related facilities 2,493 1,042 j

$ 4,719

Depreciation amounted to $373,000 and $514,000 for the years ended December 31, 1975
and 1974, respectively.

On June 18, 1975, and in connection with the banking arrangement made on that date
as described in Note 6, the utility system was sold to Cerro Corporation.
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6 - NOTES PAYABLE:

At December 31, 1975 and 1974, notes payable consist of the following
(in thousands) :

Obligations to banks:
Notes payable - bank term loan agreement (a)
(Note A)

Other:
7% to prime plus 5.5% real estate mortgages
payable in instalments through 2011

6-8% unsecured notes payable in instalments
through 1982

1975

$ 44,281

55,278

2,531
$102,090

1974

$ 42,500

66,031

4,193

(a) On October 4, 1973, as amended November 1, 1974, the Company entered into an
agreement with a group of banks providing for a one year line of credit aggregating
$42,500,000 to become payable in eight quarterly installments begining January 1976 and to
bear interest at the Bank's Alternate Base Rate (a rate which approximates the prime rate) ani
!>>% over such rate until October 1, 1975 and 1S% over such rate thereafter, payable quarterly.
Based on an understanding with the banks the Company agreed to maintain compensating
balances equal to 10% of the aggregate commitment and 10% of the principal amount
borrowed. In 1974, Cerro deposited $6,500,000 with the banks on behalf of Leadership.
Cerro charged the Company interest for this amount at approximately 9%. The compensating
balance arrangements were terminated in 1975.

The credit line was secured by mortgage receivables and the utility system
having a collateral value equal to 125% of the aggregate commitment. The Company
paid a commitment fee equal to "i of 1% per annum on the average daily portion of the
unused commitment.

On June 18, 1975, Leadership and certain of Leadership's subsidiaries collectively
referred to as the "Borrowers" entered into an Amended and Restated Loan Agreement dated
as of April 1, 1975 (the "Restated Agreement") with First National City Bank (the "Bank")
acting for itself and as representative for others. The Restated Agreement amends and
restates the Loan Agreement, dated as of October 4, 1973, as amended, so as to provide,
among other things, for the making of additional loans by the Bank (and Cerro) to the
Borrowers from time to time in an aggregate amount not to exceed $12,000,000. Such loans
(both those existing as of June 18, 1975 and the additional loans to be made pursuant to
the Restated Agreement) are evidenced by two promissory notes. As explained below, the
Bank's note is in the principal amount of $44,500,000 and Cerro's note is in the principal
amount of $10,000,000. Both notes have a maturity date of April 1, 1977, subject to
acceleration as provided in the Restated Agreement.

Of the $12,000,000 in additional loans, the participating banks have furnished
$2,000,000 and Cerro has furnished $7,675,000 at December 31, 1975, which is included in
the financial statements in stockholder's equity and advances.
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In connection with the amendment of the loan agreement, on June 18, 1975,
Cerro purchased the utility system formerly operated by the Company for an approximate
aggregate purchase price of $15,750,000 of which $12,000,000 was paid in cash and the
balance of $3,750,000 was paid by issuance of a Cerro note, payable $93,750 quarterly
plus interest at the Bank's Alternate Base Rate until October 1, 1980 when the final
payment of $1,875,000 is due.

The Restated Agreement provides among other things for maintenance of minimum tangible
net worth, limitations on the purchase of real estate, the sale of certain assets and
investments in new properties or joint ventures. In addition, the Company is required
to maintain certain collateral coverage ratios and meet specified cash flow objectives
(based on quarterly projections) which, if not met, could be deemed events of default by
the Bank. At December 31, 1975, the Company was not in compliance with all the require-
merits of the agreement. On March 11, 1976, the agreement was amended to eliminate all
such existing events of default. (See Note A).

f

The Bank's $44,500,000 note bears interest at the rate of lfc% above the Bank's
Alternate Base Rate, defined above. Two percent of such interest is payable monthly in I
cash and the difference between the 2% and the !"»% over the Bank's Alternate Base Rate !
shall be accrued until the total accrued interest equals $5,000,000, after which the
Company shall pay to the Bank in cash the full l"i% above the Bank's Alternate Base Rate.
The balance of the accrued interest shall be paid at maturity.

Borrowings from Cerro under the "Restated Agreement" will bear interest at the rate
of 1>*% above the Bank's Alternate Base Rate, which interest shall be paid on the
maturity date of April 1, 1977. Generally, the loans under the Restated Agreement, the
existing loans as well as the additional loans, are secured by the assignment of notes,
mortgages and deeds of trust; a pledge of the capital stock of one of the Company's
wholly owned subsidiaries; the granting to the Bank of a first mortgage on most of the
Company's unencumbered real estate; an agreement to assign notes and mortgages acquired
after the closing date; an agreement to grant first mortgages on real estate acquired after the1

closing date; the assignment of the Company's beneficial interest in two land trusts;
an assignment of its interest in a joint venture and its right to cash distributions from
its other two joint ventures; the assignment of Excess Cash Proceeds, as defined, if any,
from any future sale of Tamarac Utilities, Inc. by Cerro to third parties; and the assign-
ment to the Bank of all of the Company's rights in a Tax Allocation Agreement dated
July 31, 1972, between Cerro and Behring Corporation (a predecessor of Leadership). In
addition, the Company has assigned the $3,750,000 purchase money note issued by Cerro
in connection with the acquisition of the utility system, with all principal prepayments
thereon to be applied to the Bank's note.
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Cerro was required under the terms of the loan agreement to subordinate amounts
owing to it from the Company (other than the $10,000,000 to be advanced under the
loan agreeement and $5,000,000 evidenced by two notes which are pari passu to the
lending banks' claims under the loan agreement) to the claims of the lending banks.
Such subordination covers past advances only.

(b) The Company has additional notes payable secured by multi-family projects,
which amounts have been deducted from notes receivable secured by all-inclusive trust
deeds on those projects. The principal remedy in the event of default, under such
notes, is recourse solely against the property secured thereby through a trustee's
sale under provisions of the trust deed. In relatively rare instances, the statutory
provisions allowing a deficiency judgement to be obtained through judicial processes
are utilized in lieu of the rights under the sale provision of the trust deed. Such
judicial processes are rarely used by lenders inasmuch as they may take several years
and are subject to a right of redemption by the property owner following a judgement.

At December 31, 1974 notes payable of $610,000 were due to the Pritzker Trusts,
and were paid in 1975. Notes payable mature in varying instalments; however,
acceleration of payments may be required to release mortgaged property sold.

(c) The following is a debt repayment schedule for each of the twelve months
ending December 31,:

1976 $ 20,731,000
1977 68,665,000
1978 2,107,000
1979' 1,570,000
1930 704,000

NOTE 7 - COMMITMENTS AND CONTINGENCIES;

The Company is liable for obligations in the normal course of business for the
completion of contracts relating to construction of houses, purchases of land,
improvements of property sold and guarantees to purchasers of apartment projects. In
addition, the Company is a defendant in lawsuits arising in the normal course of
business which in the opinion of management and counsel will not have a material effect
upon the Company. The Company is obligated for annual rentals under long term leases
which in the aggregate are not material.

In connection with a sale of land in 1972 to the Pritzker Trusts (treated as a
financing arrangement for financial statement purposes) the Company is required to
repurchase such land zoned for an aggregate of 4,500 housing units and has an option to
repurchase land zoned for an aggregate of 2,700 housing units at a repurchase price
consisting of the Company's selling price to the Trusts, the Trust's development and
carrying costs and a premium of $760 per housing unit. If the Company fails to make the
required repurchases, the Trusts will have a cause of action against the Company for
damages sustained as a result of the breach of contract and in addition, may terminate all
of the Company's rights under the agreement, including the Company's option rights on the
land zoned for an aggregate of 2,700 housing units, and may set off against the
purchase money second mortgage owed to the Company the difference, if any, between the
price at which the Trust sells the property to third parties and the price at which the
Company would have been required to repurchase the property.
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During 1974 and 1973, the Company repurchased land zoned for 779 units with respect
to the required repurchases and land zoned for 991 units with respect to the optional
repurchases for $1,849,000 and $2,848,000, respectively, which'included $592,000 and
$753,000, respectively of premium. The premium remaining to be paid on required repurchases
aggregates approximately $2,850,000 at December 31, 1975.

During 1975, the Company and the Trusts amended their agreement to defer the
Company's obligation and option to repurchase property for 1974 and 1975 to June 30, 1977
except that the Company's option to repurchase land zoned for 753 units was forfeited.

Deposits on the land subject to repurchase amounting to $7,244,000 and $7,236,000
at December 31, 1975 and 1974, respectively were made by the Trusts in connection with the
sale in 1972 as shown separately in the balance sheet. The purchase money second mortgage owe
to the Company in connection with the sale has not been recorded on the books of the
Company since the transaction was treated as a financing arrangement for financial statement
purposes. (See Notes 2 and 3).

NOTE 8 - OTHER MATTERS:

On August 13, 1975 a plan was announced whereby the Company intends to reduce total
assets, of which inventories are the significant portion, to less than one-half the
December 31, 1974 amount. To the extent the reduction results in the disposition of
inventories other than in the normal course of business and during a period in which
adverse market conditions prevail, the estimated net realizable value may be adversely
affected by an undeterminable amount.

Because of this inventory reduction program, it was determined that goodwill in
the amount of $8,040,000, representing the unamortized excess of purchase price over
the net assets of the Company as of June 30, 1975, had no continuing benefit and it was
therefore written off (see Note 1).

The Company has historically utilized its own sales transactions as well as sales of
comparable land and improvements by others as one of the primary factors in the determination
of estimated net realizable value. Based upon information available in 1975, the Company
has made a determination of net realizable value which resulted in provisions for write-
down of inventories (see Note 3). However, the decline in comparable transactions together
with adverse market conditions and the inventory reduction plan mentioned above have created
significant uncertainties with respect to the Company's determination of estimated net
realizable value. Accordingly, uncertainties are created as to the timing of and amount j
ultimately to be realized upon disposition of land and improvement inventories carried on
the books of the Company as of December 31, 1975.

The estimated net realizable value of unimproved property held by the two joint
ventures in which the Company is a participant with the Prltzker Trusts (see Note 4) J
is subject to the SUM uncertainties as described in the preceding paragraph. While
the Company has no investment in these particular ventures* it is contingently liable
to lenders for approximately $18,800.000 of the notes payable by the joint ventures at
December 31, 1975. The Company, however, would have recourse to the joint ventures.
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As indicated in Note 6, events of default existed at December 31, 1975
under the covenants of the Rastated Agreement between the Company and its
lenders. Although such events of default were eliminated by amendments to the
Restated Agreement on March 11, 1976, the Company anticipates that additional
events of default will probably occur in 1976 as a result of continuing unprofit-
able operations and adverse cash flow, which may be affected by the outcome of
litigation involving certain receivables aggregating $1,565,000 (see Note 2).
If events of default occur the Restated Agreement provides that upon notification
from the principal lenders the debt covered thereby would become due and payable.
The Company and its lenders are currently studying alternatives to the April 1,
1977 maturity date of the loan. It is anticipated that discussions will begin
in 1976 to renegotiate the existing loan agreement, the outcome of which cannot
be determined at this time.

Funds available under the revolving and term loan agreement amounted to
$800,000 at March 19, 1976.

NOTE 9 - INTEREST CAPITALIZATION:

It has been the Company's historical practice to capitalize interest
relating to obligations incurred in connection with land, construction and land
improvements. Management believes this policy results in the most appropriate
matching of costs and revenues. Had the Company followed the policy of
expensing all interest as incurred, (loss) before income taxes would have been
as follows:

(Loss)
Before Income

Taxes
($ in Thousands)

Year ended December 31:
1975 $(37,370)
1974 (18,867)

Interest applicable to other obligations including the revolving and
term loan agreement has been expensed as incurred.
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CERRO CORPORATION

(Registrant)

STATEMENT OF EARNINGS

($ in Thousands)

Year ended December 31,
1975 1974

Net sales $296, 364
Other revenue, including interest of $9,176 ($6,607 interest

on marketable securities) and $9,657 ($5,954 interest on
marketable securities) respectively 11,518

307,882

Costs and expenses:
Cost of products sold
Selling and administrative.
Interest on long-term debt.
Depreciation

Earnings before taxes and equity in earnings of subsidiaries
Provision for income taxes (Note R-2)
Equity in earnings (losses) of subsidiaries, net of tax

(Schedule III)
Net earnings (loss)
Earnings (loss) per common share (in dollars)*
Cash dividends

•Based upon the weighted average number of shares
outstanding during each year (Thousands of shares)
(Note L)

256,383
21,661
3,626
4,660

_286,330
21,552

(526)

(23.436)
$ (2,410)

$342,836

11,357
354,193

284,112
29,638
5,331
3,994

323,075
31,118
(18,203)

3,012
$ 15,927

7,911

This statement should be read in conjunction with the accompanying notes prefaced
with the letter R - signifying Registrant.

Reference is also made to the Notes to Financial Statements (numerical) and Notes
to Statement of Earnings (Loss) (alphabetical) of Cerro Corporation and Consolidated
Subsidiaries contained elsewhere herein.
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r
CERRO CORPORATION

(Registrant)

STATEMENT OF RETAINED EARNINGS

($ in Thousands)

Year ended December 31,
1975 1974

Balance at beginning of year.
Net earnings (loss)
Cash dividends
Balance at end of year

$161,935
(2,410)
(9,494)

$150,031

$154,323
15,927
(8,315)

$161,935

STATEMENT OF PAID-IN CAPITAL

Year Ended December 31,
1975 1974

Balance at beginning and end of year- $178,218 $178,218

This statement should be read in conjunction with the accompanying notes
prefaced with the letter R - signifying Registrant.

Reference is also made to the Notes to Financial Statements (numerical) and
Notes to Statement of Earnings (Loss) (alphabetical) of Cerro Corporation and
Consolidated Subsidiaries contained elsewhere herein.
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CERRO CORPORATION

(Registrant)

BALANCE SHEET

DECEMBER 31, 1975 and 1974

(S in Thousands)

ASSETS

1975 1974

Current Assets:
Cash $ 481 $ 14,026
Time and certificates of deposit (includes restricted
deposits of $104,000 in 1974)1
(Note 2). 45,800 113,968

Marketable securities at cost less valuation allowance
of $1,926 in 1975 and $2,069 in 1974 - approximately
market (Schedule I> 76,012 41,843

Accounts receivable, less allowance, of $951 in 1975 and
$634 in 1974 for doubtful accounts
(Schedules II and XII):
Trade 28,669 23,693
Chile (Note 4) 4,261 4,859
Subsidiaries 67,670
Other 2,890 1,726

Inventories (Note R-4) 51,978 60,536
Prepaid expenses 6,145 674

Total current assets 283,906 261,325

Notes due from Chile (Note 4) 13,239 25,251
Future income tax benefit (Notes R-2 and E) 35,789 38,297
Investments (Schedule III) 120,942 155,793

Less: reserve (Schedule XII) (9,997) (10,145)
Property, plant and equipment, net (Note 6)(Schedules
V and VI) 46,851 44,123

Other assets (Note 5) 2,000

$514,644

This stat«Mnt should be read in conjunction with the accompanying notes
prefaced with tb« latter R - signifying Registrant.

Reference is also made to the Notes to Financial Statements (numerical)
and Notes to Statement of Earnings (Loss) (alphabetical) of Cerro Corporation
and Consolidated Subsidiaries contained elsewhere herein.
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CERRO CORPORATION

(Registrant)

BALANCE SHEET

DECEMBER 31, 1975 and 1974

($ in Thousands)

LIABILITIES AND SHAREHOLDERS' EQUITY

1975 1974

Current Liabilities:

Long-term debt due within one year (Note R-5) $ 5,536 $ 5,344
Accounts payable (including in 1974 $4,726 due
subsidiaries) (Note 2) 75,435 82,809

Accrued liabilities:
Payroll 3,899 4,237
Income taxes (Note R-2) 14,899 11,130
Pensions (Note R-l) 2,910
Interest 1,058 1,390
Other 7,065 10,304

Total current liabilities 110,802 115,214
Long-term debt (Note R-5) 40,179 45,771
Deferred income 554 560

Total liabilities 151,535 151,545
Commitments and contingencies (Notes 5,8,9,11,12,13 and 14)
Shareholders' equity (Notes 8,9,10 and 12):

Common stock, par value $3.33-1/3 per share, author-
ized 15,000,000 shares, issued 8,779,654 shares 29,265 29,265

Paid-in capital 178,218 178,218
Retained earnings (Note 8) 150,031 161,935

357,514 369,418
Treasury stock, at cost, 868,387 shares (16,319) (16,319)

Total shareholders' equity 341,195 353,099
$492.730

This statenant should b* read in conjunction with the accompanying notes prefaced
with the letter R - signifying Registrant.

Reference is also made to the Notes to Financial Statements (numerical) and
Notes to Statement of Earnings (Loss) (alphabetical) of Cerro Corporation and
Consolidated Subsidiaries contained elsewhere herein.
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CERRO CORPORATION

(Registrant)

STATEMENT OF CHANGES IN FINANCIAL POSITION

($ in Thousands)

SOURCES OF FUNDS

Year ended December 31,
1975 1974

Net earnings (loss) $ (2,410) S 15,927
Operations not (providing) or requiring funds:

Income taxes not payable due to expropriation loss (Cerro
de Pasco) 2,508 26,503

Deferred income taxes, net (10,273)
Equity in earnings of subsidiaries and affiliates, less
dividends 34,473 ( 1,752)

Investment reserves (148) 290
Depreciation 4,660 3,994

Total funds from operations 39,083 34,689

Funds from other sources:
Collection of receivable from U.S. Government 10,000
Reduction in long-term portion of notes due from Chile.... 12,012 10,423
Long-term borrowings 2,033
Sale of property, plant and equipment 343 209
Other, net <£) (127)

Total funds from other sources 14,382 20,505

Total sources of funds 53,465 55,194

USES OF FUNDS

Investment in subsidiaries and affiliates (378) 37,836
Increase in other assets 2,000
Purchase of property, plant and equipment 7,731 5,766
Purchase of treasury stock 561
Cash dividends 9,494 8,315
Reduction of long-term debt 7,625 25,347

Total funds used 26,472 77,825
Increase (decrease) in working capital $ 26,993 $(22,631)

This statement should be read in conjunction with the accompanying notes prefaced
with the letter R - signifying Registrant.

Reference is also made to the Notes to Financial Statements (numerical) and
Notes to Statement of Earnings (Loss) (alphabetical) of Cerro Corporation and
Consolidated Subsidiaries contained elsewhere herein.
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T
CERRO CORPORATION

(Registrant)

STATEMENT OF CHANGES IN FINANCIAL POSITION - (Continued)
($ in Thousands)

INCREASE (DECREASE) IN WORKING CAPITAL

Year ended December 31,
1975 1974

C««h, deposits and marketable securities $(47,544) $ 80,580
Receivable from Peru Government (30,415)
Accounts, notes and other receivables, net 73,212 (13,615)
Inventories (8,558) 2,072
Prepaid expenses 5,471 (76)

22,581 38,546

Long-term debt due within one year (192) (557)
Accounts payable 7,374 (51,832)
Accrued liabilities (2.770) (8,788)

4.412 (61,177)
Increase (decrease) in working capital $^ 26,993 $(22,631)

This statement should be read in conjunction with the accompanying notes prefaced
with the letter R - signifying Registrant.

Reference is also made to the Notes to Financial Statements (numerical) and
Notes to Statement of Earnings (Loss) (alphabetical) of Cerro Corporation and
Consolidated Subsidiaries contained elsewhere herein.
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CERRO CORPORATION

(Registrant)

NOTES TO FINANCIAL STATEMENTS

R-l. PENSIONS
Pension expense charged to earnings was $2,109,000 and $1,865,000 for 1975 and

1974 respectively. Changes in various actuarial assumptions and methods for 1975 had
the effect of decreasing pension costs for the year by approximately $1,400,000.

The actuarially computed value of vested benefits for certain plans exceeded,
as of December 31, 1975, the respective pension funds assets and related balance
sheet accruals by approximately $6,600,000. At December 31, 1975 unfunded past
service costs totalled approximately $11,200,000.

R-2. INCOME TAXES
Cerro and its subsidiaries file a consolidated U.S. income tax return. See

Note E for an analysis of the consolidated tax provision, and for additional
information. The consolidated tax provision has been allocated as follows:

Year ended December 31,
1975 1974
($ in Thousands)

Allocated to:
Earnings from continuing operations:
Cerro Corporation:
United States $(3,675) $14,762
State and foreign 4,201 3,441

526 18,203

Equity in earnings of subsidiaries:
United States 5,133 3,780
State and foreign 2,541 1,367

$ 8,200

The tax provisions of $526,000 and $18,203,000 for the years 1975 and 1974
represent effective tax rates as follows:

1975 1974

Federal income tax at statutory rate 48.0% 48.0%

State and local income taxes, net of
Federal income tax benefit 9.0 4.9

Tax benefit of subsidiary losses not
reflected in equity in earnings of
subsidiaries (54.4)

Capital losses without tax benefit 5
Other, net ( .7)
Effective tax rate 2 .4%

LS 001329
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The tax benefit of subsidiary losses reflected in the Registrant's provision results
from real estate losses for which Leadership Housing, Inc. has not received benefit
pursuant to a Tax Allocation Agreement entered into during 1972. Under said agree-
ment, Leadership pays taxes to, or receives refunds from, the Registrant as if
Leadership and its subsidiaries filed a separate consolidated return. During 1975,
Leadership was unable to carry back its current losses to income of previous years
on a separate consolidated basis.

R-3. SUPPLEMENTARY INCOME STATEMENT INFORMATION
Supplementary income statement information is as follows:

Year ended December 31,
1975 1974
($ in Thousands)

Maintenance and repairs
Depreciation of property, plant and equipment..
Taxes, other than income taxes
Rents

$ 5,424
4,660
4,336
2,289

$ 6,740
3,994
5,225
2,377

Note: Royalties, advertising, exploration, research and product development
costs and amortization of intangibles were not significant in amount.

R-4. INVENTORIES
Manufacturing inventories, at the lower of cost or market, were comprised

of the following:
December 31,

1975 1974 1973
($ in Thousands)

Finished goods $23,140 $23,457 $15,246
Work-in process 14,171 15,515 18,080
Raw materials 13,181 19,862 23,713
Operating supplies 1,486 1,702 1,425

$51,978 $60,536 $58,464

See Note 3 to Financial Statements contained elsewhere herein for additional
information.

R-5. LONG-TERM DEBT

Interest
Rate Due

December 31,
1975 1974
($ in Thousands)

Promissory notes to
institutions (a).... 6-3/8%

Promissory notes to
an institution (b).. 6%

Subordinated promissory
notes to an individual(c) 12%

Other 5 to 9-2/3%

Less: Current portion

1976-1987 $24,000

1976-1981

1976-1984
1976-1990

9,000

8,330
4,385
45,715
5,536

$40,179

$26,000

10,500

11,468
3,147
51,115
_5,344
$45,771
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Payable in annual installments of:
(a) $2,000,000 (b) $1,500,000
(c) $1,207,000; On August 1, 1975, $1,931,000 of debt maturing

in 1982-84 was paid

Payments of long-term debt during the next five years are as follows:

1976 $5,536,000
1977 5,410,000
1978 5,148,000
1979 5,053,000
1980 5,080,000

See Mote 8 to Financial Statements for additional information.
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SCHEDULE I

CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

SCHEDULE I - MARKETABLE SECURITIES
(S in Thousands)

Col. A

Name of Issuer
and Title of
Each Issue

December 31, 1975

Col. B
Number of Shares

of Units - Principal
Amount of

Bonds and Notes

Col. C

Securities issued by the U.S.
government and agencies thereof $ 23,000

Short-term cash investments:
General Motors Acceptance Corp.
Note due 3/18/76 $ 5,000

CBT Corp. Note due 3/19/76 $ 5,000
NCNB Corp. Note due 3/24/76 $ 2,000
Southeast Banking Corp. Note
due 3/18/76 $ 4,000

Engelhard Minerals & Chemicals
Corp. Note due 3/22/76 $ 5,000

First Chicago Corp. Note
due 3/26/76 $ 4,000

Ford Motor Credit Corp, Note
due 3/24/76 S 2,000

General Electric Credit Corp.
Note due 3/25/76 $ 4,000

Citicorp. Note due 3/16/76 $ 5,000
Bank of Tokyo Ltd. Bankers
Accept. Note due 3/15/76 $ 5,200

Walter E. Heller & Co. Note
due 3/11/76 $ 5,000

International Harvester Credit
Corp. Note due 3/12/76 $ 5,000

Walter E. Heller Corp. Note
due 1/12/76 $ 1,000

Westinghouse Notes due 1976 $ 3,000
International Harvester Note
due 1/29/76 $ 500

Private Export Funding Corp.
Note, due 3/9/76 S 50

Common stock:
Hecla Mining Co. 148,083
Inspiration Consolidated Copper
Corp. 10,000

(a) Value based on market quotations is same as Col. C.

Amount at Which
Shown in the

Balance Sheet (a)

$ 22,974

4,927
4,920
1,966

3,937

4,921

4,000

2,000

4,000
4,935

5,132

5,000

5,000

1,000
3,000

500

50

2,092

208
$ 80,562
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SCHEDULE II

SCHEDULE II
(Registrant)

CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

CERRO CORPORATION (Registrant)

SCHEDULE II - AMOUNTS RECEIVABLE FROM DIRECTORS, OFFICERS AND EMPLOYEES

For the Years Ended December 31, 1975 and 1974

(? in Thousands)

Col. A Col. B Col. C Col. D Col. E

Name of Debtor

Balance
at Beginning
of Period Additions

Deductions

Amounts
Collected

Balance
at End
of Period

Current-Hot Current

1975

Accounts Receivable - Other

Directors, Officers and Employees:

R. E. Fritts S

C. LinXe

$ 22

48

$ 70

22 (1) $

48 (2) _

$70

1974

Accounts Receivable - Other

Directors, officers and Employees:

H. M. LasJcy $ 42

L. B. Rubin 42

$ ~ $(42)

(42)

$ — $ ~

$ 84 $ — $(84} $ —

(1) Bears interest at 6%; due June, 1977.

(2) Repaid February 20, 1976. Amount is due from an employee of the Registrant.
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SCHEDULE V

CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

SCHEDULE V - PROPERTY, PLANT AND EQUIPMENT

(Excludes Real Estate Operations)

For the Years Ended December 31, 1975 and 1974

($ in Thousands)

Col. A Col. B Col. C Col. D Col. E Col. F

Classification

Balance at
Beginning Additions at Cost
of Period Acquisitions Other Retirements

Other
Changes

Balance
At End
of Period

1975

Land and buildings $ 40,841

Machinery and equipment.. 84,474

Mining properties

Revenue equipment, etc...

Utility plant

Construction in progress.

1974

31,966

21,194

3,728
$182,203

$ 694

7,923

5,775

$ 2,489 $ (1,381)

16,923 (4,905)

1,547

920 (660)

S 5,172 S 47,815

(1,241) 103,174

(33) 39,255

21,454

11,946

5,201 (106)
$ 14,392(3) $ 27,080 $ (7,052)

11,946

(375)
$ 15,469(4)$232,092

8,448

Land and Buildings $ 30,817

Machinery and equipment.. 66,714

Mining Properties........ —

Revenue equipment, etc... 14,855

construction in progress. 722

$ 5,244 $ 3,364

-13,037 1,871

29,391 764

358 7,782

638 3,674

$ (45)

(1,061)

(1,801)

(81)

$113,108 $ 48,668(2)$17,455 $(2,988)

$ 1,461 $ 40,841

3,913 84,474

1,811 31,966

21,194

(1,225) 3,728

$ 5,960(1)$182,203

Notes:

(1) Transferred from investments as a result of initial consolidation of company in 1974.

(2) Principally acquistions of Golconda Corporation and Fettarolf Coal Group (Note H).

(3) Acquisitions of GM6W Coal Covpany, Delta Mining, Inc., Stott Coal Company and James
M. Stott Coal Company. (Note H) .

(4) Principally the acquisition of Tamarac Utilities, Inc. from Leadership Housing, inc.
(Note 6 to Note 14). F 41
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SCHEDULE VI

CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

SCHEDULE VI - ACCUMULATED DEPRECIATION, DEPLETION AND

AMORTIZATION OF PROPERTY, PLANT AND EQUIPMENT

(Excludes Real Estate Operations)

For the Years Ended December 31, 1975 and 1974

($ in Thousands)

Col. A

Description

1975

Land ?nd buildings .......

Machinery and Equipment...

Revenue equipment, etc....

1974

Machinery and Equipment. . .

Revenue equipment , etc ....

Col. B

Balance at
Beginning
of Period

$ 12,683

43,569

98

6,241

$ 62,591

$ 11,477

39,802

5,017

$ 56,296

Col. C

Additions
Charged to
Costs and
Expenses

S 1 585

7,347

383

149

3,364

$ 12,828

$ 1,234

4,370

98

2,476

S 8,178

Col. D

Retirements

S (173)

(1,301)

(372)

$ (1,846)

$ ( 28)

(603)

(1,252)

$(1,883)

Col. E. Col. F

Balance at
Other End of
Changes Period

$ (339) $ 13,756

577 50,192

481

1,058 1,207

9,233

$ 1,296(1) S 74,869

$ $ 12,683

43,569

98

6,241

S S 62,591

(1) Principally the acquisition of Tamarac Utilities, Inc. from Leadership Housing, Inc.
(Note 6 to Note 14).
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SCHEDULE XIZ

CERRO CORPORATION AND CONSOLIDATED SUBSIDIARIES

SCHEDULE XII - VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

For the Years Ended December 31, 1975 and 1974

($ in Thousands)

Col. A Col. B Col. C Col. D Col. E

Additions

Description

Charged to
Balance at Costs Balance at
Beginning Acquisi- and End of
of Period tions Expenses Deductions Period

Excluding Real Estate Operations

1975
Current trade receivables $ 1,096 $ 159 $ 1,038 $ (580(1) $ Ir713

Reserve for investment* $10,145 $ iî «£ 4̂ ^̂  $ 9,997

Inventory valuation reserve $_9£2 ^^^ 1̂̂ 260̂  $̂ 1̂0) $ 1,650

1974
Current trade receivables $ 1,363 $ 118 $ 597 (̂982X1) $ 1,096

Reserve for investments JJLSiî  ^OMV 9̂ £̂9£ ^̂ --̂  |̂°.̂i4

Inventory valuation reserve 1-̂ Î _ £_̂ Ẑ  £__22£ $ — $ 900

Real Estate Operations

1975
Current trade receivables $ 833 $ $ 256 $̂ 6B$(1) $ 406

1974
Current trade receivables £ 641 $__^- 9 287 $ (9J)(1) $ 833

Note:
(1) Uncollectible accounts written off net of recoveries.
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SCHEDULE I
(Registrant)

CERRO CORPORATION
(Registrant)

SCHEDULE I - MARKETABLE SECURITIES
(5 in Thousands)

December 31, 1975

Col. A Col. B Col. C
Number of Shares —^—^————

Name of Issuer of Units - Principal Amount at Which
and Title of Amount of Shown in the
Each Issue Bonds and Notes Balance Sheet (a)

Securities issued by the U.S.
government and agencies thereof $ 23,000 $ 22,974

Short-term cash investments:
General Motors Acceptance Corp.
Note due 3/18/76 $ 5,000 4,927

CBT Corp. Note due 3/19/76 $ 5,000 4,920
NCNB Corp. Note due 3/24/76 $ 2,000 1,966
Southeast Banking Corp. Note
due 3/18/76 $ 4,000 3,937

Engelhard Minerals & Chemicals
Corp. Note due 3/22/76 $ 5,000 4,921

First Chicago Corp. Note
due 3/26/76 $ 4,000 4,000

Ford Motor Credit Corp. Note
due 3/24/76 $ 2,000 2,000

General Electric Credit Corp.
Note due 3/25/76 $ 4,000 4,000

Citicorp. Note due 3/16/76 $ 5,000 4,935
Bank of Tokyo Ltd. Bankers
Accept. Note due 3/15/76 $ 5,200 5,132

Walter E. Heller & Co. Note
due 3/11/76 $ 5,000 5,000

International Harvester Credit
Corp. Note due 3/12/76 $ 5,000 5,000

Common stock:
Hecla Mining Co. 148,083 2,092
Inspiration Consolidated Copper
Corp. 10,000 208

$ 76,012

(a) Value baaed on market quotations is same as Col. C.
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SCHEDULE III (continued)
(Registrant)

CERRO CORPORATION

(Registrant)

SCHEDULE III - INVESTMENTS IN, EQUITY IN EARNINGS OF, AND

DIVIDENDS RECEIVED FROM AFFILIATES AND OTHER PERSONS

For the Years Ended December 31, 1975 and 1974

(S in Thousands)

1975
(1) Additional investment.
(2) Initial investment.
(3) Represents purchase from Leadership Housing, Inc. See Note 6 to Note 14.
(4) Sales and transfers to marketable securities.
(5) Liquidated in current year.

1974
(1) Additional investment.
(2) Initial investment.
(3) Sales and repayments, etc.
(4) Transfers to other accounts.
(5) Merged into Leadership Housing, Inc.
(6) Excludes current amounts due to or due from subsidiaries. At December

31, 1974 approximately $13,000,000 was due from Leadership Housing, Inc.

LS 001343
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f SCHEDULE V
(Registrant)

CERRO CORPORATION

(Registrant)

SCHEDULE V - PROPERTY, PLANT AND EQUIPMENT

For the Years Ended December 31, 1975 and 1974

($ in Thousand*)

Col. A

Classification

1975

Machinery and equipment..

Construction in progress.

1974

Machinery and equipment. .

Construction in progress.

Col. B

Balance at
Beginning of

Period

. $ 28,781

65,720

2,641

$ 97,142

. $ 26,737

64,775

488

$ 92,000

Col. C

Additions
at Cost

$ 145

4,270

3,316

$ 7,731

$ 2,022

841

2,903

$ 5,766

Col. D

Retirements

$ (234)

(581)

$ (815)

$ (32)

(511)

(81)

$ (624)

Col. E

Other
Changes -

Add (Deduct)

$ 525 (1)

1,459 (1)

(2,353) (1)

$ (369) (2)

$ 54(1)

615(1)

(669) (1)

$

Col. F

Balance at
End of
Period

$29,217

70,868

3,604

£103.689

$ 28,781

65,720

2,641

$ 97,142

.

Notes:

(1) Reclassification between accounts.
(2) Writeoff of fully-depreciated assets. See Schedule VI
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SCHEDULE VI
(Registrant)

CERRO CORPORATION

(Registrant)

SCHEDULE VI - ACCUMULATED DEPRECIATION AND

AMORTIZATION OF PROPERTY, PLANT AND EQUIPMENT

For the Years Ended December 31, 1975 and 1974

($ in Thousands)

Col. A

Description

1975

Machinery and equipment.

1974

Machinery and equipment.

•:««••>•

Col. B

Balance at
Beginning of

Period

.. $ 11,773

41, 24*

$ 53,019

.. $ 10,927

38,513

$ 49,440

1

Col. C Col. D Col. E

Additions other
Charged to Changes -
Costs and Add
Expenses Retirements (Deduct)

$ 796 $ (91) $ (369)

3,864 (381)

$ 4,660 $ (472) $ (369) (1)

$ 874 $ (28) $

3,120 (387)

$ 3,994 $ (415) $

Col. F

Balance at
End of
Period

$ 12,109

44,729

$ 56,838

$ 11,773

41,246

$ 53,019

NOTE:

(1) Writeoff of fully-depreciated assets. See Schedule V.
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CERRO CORPORATION

(Registrant)

Schedule XII - VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

For the Year Ended December 31, 1975 and 1974

($ in Thousands)

SCHEDULE XII
(Registrant)

Col. A Col. B

Balance at
Beginning of

Period

Col. C

Additions
Charged to

Costs and Expenses

Col. D

Deductions

Col. E

Balance at
End of
Period

1975

Current trade receivables $_ 634

Reserve for investments.. $ 10,145

1974

Current trade receivables $ 1,086

Reserve for investments.. $ 9,855

431

290

$ ( 114) (1)

$ ( 156)(2)

951

$ 9,997

Notes:

(1) Uncollectible accounts written off net of recoveries
(2) Represents reserve applicable to an investment which was sold during the current year.
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SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20849

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15 (d) OP
THE SECURITIES EXCHANGE ACT OP 1984

Per the Fiscal Yaar Ended
December 31,1977

Commission PBa Numbar

THE MARMON GROUP, INC.
(Exact name of registrant as specified in Its charter)

Delaware
(State or other jurisdiction of
incorporation or organization)

39 South LaSana Street. Chicago. HHnola

(Address of principal executive offices)

82-104-8483
(I.R.S. Employer

Identification Number)

80803
(Zip Code)

Registrant's telephone number, Including area coda (312) 372-9800

Securities registered pursuant to Section 12(b) of the Act:

Title of Each Class Name of Each Exchange on Which Registered

5 Cumulative Seriea A
Preferred Stock

American Stock Exchange

Securities registered pursuant to Section 12(g) of the Act:

None

Indicate by check mark whether the registrant (1) has filed all reports required to be filed
by Section 13 or 1S(d) of the Securities Exchange Act of 1934 during the preceding 12 montha
(or for such shorter period that the registrant was required to file such reports), and (2) has
been subject to such filing requirements for the past 90 days.

Yes_X_ No_

Indicate the number of shares outstanding of each of the Issuer's classes of common stock,
as of the dose of the period covered by this report

5,000,000 shares of common stock were issued and outstanding at December 31, 1977.
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Part I
ITEM 1

BUSINESS

The name of the corporation was changed from Cerro-Marmon Corporation to The Marmon
Group, Inc. (Marmon) in June 1977. Marmon was inactive until February 24, 1976. On that date,
QL Corporation (QL), a Delaware corporation, exchanged all of the outstanding shares of capital
stock of The Marmon Group, Inc. (Michigan) (TMG) for all of the newly Issued common shares of
Marmon, and Cerro Corporation (Cairo) then merged Into Marmon, with the outstanding common
shares of Cerro held by persons other than TMG being converted Into and exchanged for an equal
number of preferred shares of Marmon.

Marmon is primarily engaged In manufacturing operations, world-wide metals trading activities,
coal mining and real estate operations. A common carrier motor freight operation was sold in
August 1977.

A description of Marmon's principal products, services, markets and sources of supply follows:

MANUFACTURING

P/pe and Tubing
Marmon is engaged In the distribution of carbon, alloy and stainless steel pipe and tubing

which It purchases primarily from domestic steel mills. Products are sold to a variety of customers,
including manufacturers of capital goods, refinery and petrochemical Industries. Since competition
is based on service and price, Marmon maintains a wide variety of Inventory and supplies technical
assistance in conjunction with its sales activities. There are eleven warehouses located In different
areas of the United States. Numerous companies are engaged In the distribution of steel pipe and
tubing; however, the sales by any one company do not account for any significant portion of total
sales of this industry.

Marmon also produces and sells copper plumbing tube, thin wall industrial copper tube,
electrolytic copper cathode, small diameter drawn copper and extruded and drawn aluminum tubing
and related Items. These products are used primarily by the general construction, appliance and
automotive equipment industries. Plumbing tube is sold principally to plumbing wholesalers direct
from the mill. Copper and aluminum industrial tube is sold primarily to original equipment manu-
facturers through Marmon's sales force and manufacturers' representatives. Competition is based
primarily on price and service. Electrolytic copper cathodes are sold on the open market directly
to the ultimate user and through Marmon's metals trading operations (see Metals Trading).

Copper Is purchased from foreign and domestic producers and scrap dealers. Extruded
aluminum billets are purchased from prime aluminum producers in the United States and Canada.

Meta/ Products
Mill products, including brass and bronze rod, bar, shapes, wire, forgings, screw machine

parts and die castings, as well as certain low melting point alloys, are manufactured for sale prin-
cipally to original equipment manufacturers, general contractors and metal distributors. There
are seven major competitors producing substantially similar metal products as well as over 100
foreign and domestic companies competing in various lesser degrees with metal products produced
by Marmon. Competition Is on the basis of quality and geographic location of facilities.

Marmon also manufactures and sells valves, fittings, regulators and other control equipment for
gases (principally propane gas) and liquids. Products are sold primarily in the United States by a
variety of methods, including both direct sales and sales through distributors, dealers and manu-
facturers' agents. This business is subject to intense competition and has had a number of product
liability claims filed in 1977.

Win and C«o/«
Marmon produces single and multi-conductor building wire and cable, power and instrumenta-

tion cable, aerospace and marine cable, copper wire rod, electrical metallic tubing and co-axial
cable. These products are sold through sales offices, manufacturers' representatives and distributors.

1
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Wire and Cable operations depend on non-captive sources of supply for raw materials (prin-
cipally copper), Including purchases from domestic and foreign producers of primary copper and
scrap dealers.

There are a large number of competitors no one of which necessarily produces the same
product fine. The competitive position, therefore, varies with each product The wire and cable
operations are not dependent on a single customer, or a small number of customers, the loss of
which would have a materially adverse effect

Automotive Product*
Truck flat leaf springs are manufactured for sale primarily to four original equipment manu-

facturers (OEM) and secondarily to the replacement market In addition, Marmon manufactures for
sale, primarily to OEM, gray Iron castings for use in automotive parts such as brake and master
brake cylinders, power steering pumps, etc. Compressors made with Marmon castings are used
in refrigeration and air conditioning systems. A broad line of automotive parts is also manufactured,
including automobile and truck transmission gears, shafts and synchronizers, clutch plates, U-bolts,
chassis and related parts for sale primarily to the replacement market Automotive products are
manufactured to customer specifications and for Inventory.

The principal raw materials used in automotive products are bar spring steel, steel forgings
and steel plate. The materials used in castings are pig iron, cast scrap, coke, sand and limestone.
Such materials are purchased from domestic and foreign sources.

Competition Is based on price, qualify and service. Although Marmon believes itself to be an
important factor In the medium and heavy duty truck flat leaf spring market, it is not an important
factor in the other areas which comprise this business segment

Apptnl 4cc*s*orfe*
Gloves and other apparel are manufactured for sale through Marmon's sales force and manu-

facturers' representatives to retail merchandisers. The principal raw materials are cotton, leather and
vinyl synthetics, which are purchased tram a variety of suppliers.

Marmon believes that it has become a leading manufacturer of work gloves in the United
States as a result of the January 26, 1977 acquisition of Hammond Corporation (Hammond), now
known as Marmon Company.

Mining Equipment
Marmon designs and manufactures underground mining equipment which is used principally

in the coal mining industry and sold In response to customer orders, primarily In the United States.
Steel used to manufacture mining equipment is purchased from domestic and foreign sources.

Certain components are purchased from various manufacturers.
Competition is based on design, service, quality and price. Marmon believes that there are at

least four companies having greater sales of coal mining equipment, but that it is a significant factor
in the market for conveyors and feeder breakers.

Ot/mr Manufacturing
Consists principally of the manufacture and sale of musical equipment (part of Hammond,

acquired January 26, 1977), agricultural equipment, general merchandise display and storage
equipment and all-steel doors and door frames.

METALS TRADING
Marmon Is engaged in world-wide metals trading activities, generally in a hedged position in

metal contracts on domestic and foreign exchange markets. It deals primarily in nonferrous refined
metals and acts as exclusive copper sales agent in the United States and Canada for an agency of
the Government of Chile.

COAL MINING
Low volatile metallurgical coal is sold domestically and abroad with a substantial portion of the

present production dedicated to a long-term Coal Sales Agreement (Agreement) with two Japanese
corporations. The remaining production is sold to domestic and foreign steel producers through
the spot market and sales agreements. Medium volatile metallurgical coal is sold principally to a
major domestic steel producer through an affiliated coal broker.
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The price of coal under trie Agreement is subject to adjustments for certain cost fluctuations,
quality requirements and ash and sulfur content If shipments fail to meet such ash and sulfur
specifications, the buyers may reject such shipments unless a reduced price is negotiated. In the
event of a failure to successfully negotiate such price, the buyers may terminate the Agreement.

Expansions are underway which are expected to Increase annual processing capacity and to
increase annual raw coal production capacity of low volatile metallurgical coal. Production capacity
is expected to Increase from 1,050,000 short tons to 2,500,000 short tons at an estimated aggregate
cost of $43.8 million, of which approximately $33.1 million had been expended as of December 31,
1977. The expansion of processing capacity is scheduled for compfetion in 1978 and increases in
raw coal production capacity are scheduled for completion in 1980.

See Coal Mining Operations on page 4 of this Annual Report for information on coal reserves.

REAL ESTATE

Marmon's real estate operations are engaged primarily in the sale of Improved and unimproved
land. In addition, the real estate operations participate in Joint ventures engaged in land develop-
ment and ownership and operation of a shopping center. In 1977 Marmon significantly curtailed its
housing construction activities.

TRUCKING

Marmon sold its common carrier trucking subsidiary to ICX Incorporated, a newly created
corporation formed by certain employees of the trucking concern, in August 1977. Pursuant thereto,
Marmon acquired a minority interest In ICX Incorporated.

EMPLOYEES
At December 31,1977 Marmon employed approximately 15,000 persons.

ENVIRONMENTAL MATTERS
Marmon is subject to various federal, state and local laws, ordinances and regulations relating

to plant safety and air and water pollution. Marmon has not received any material citations for
violations of such laws, ordinances or regulations. Marmon believes that it is presently in substantial
compliance with all such laws, ordinances and regulations and does not anticipate making major
capital expenditures in connection with environmental matters. Because of the continued develop-
ment of new regulations and reinterpretation of existing regulations in this area, Marmon is unable
to predict the effect, if any, which any such regulation may have on its business in the future.

INDUSTRY SEGMENT INFORMATION
Information with respect to industry segments, which appears on pages 28 and 29 of Marmon's

1977 Annual Report to Shareholders, is hereby incorporated by reference.

ITEM 2

SUMMARY OF OPERATIONS

The summary of operations for the five years ended December 31, 1977, the pro forma industry
segment information and Management's Discussion and Analysis of Results of Operations, which
appear on pages 28 and 30 through 33 of Marmon's 1977 Annual Report to Shareholders, are hereby
incorporated by reference.

ITEM 3

PROPERTIES

Manufacturing Operations
Marmon's manufacturing operations are conducted at 58 principal locations having an aggre-

gate of approximately 7.3 million square feet of floor space..-All significant manufacturing facilities
are owned or subject to capitalized leases and, in the opinion of management, suitable for their
intended use.
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Goaf Ulnlng Opt/Mont
Marmon owns and leases operating properties, principally in Somerset and Clearfield Counties,

Pennsylvania, containing coal reserves, principally of metallurgical quality. Properties, covering
approximately 15,000 acres, contain reserves of approximately 53 million short tons of clean recover-
able low and medium volatile metallurgical coal. In addition, Marmon owns or leases parcels of land
containing coal deposits for which there are no comprehensive exploratory studies. Marmon,
therefore, is unable to determine the amount of coal in such parcels which will be mined.

Aea/ Estate Operations

The major landholdings, excluding those owned by the joint ventures, are: 500 acres in Broward
County, Florida; 3,800 acres in Pinellas and Hillsborough Counties, Florida; 700 acres in Palm Beach
County, Florida; and 102 acres in Kauai, Hawaii.

ITEM 4

PARENTS AND SUBSIDIARIES

GL owns all the common shares of Marmon, which represents 82% of the voting interest In
Marmon.

Following is a list of all subsidiaries (excluding a number of subsidiaries which, considered
in the aggregate, would not constitute a significant subsidiary), the percentage of voting securities
owned by Marmon and the state or foreign country of incorporation of each:

at rating Stmt» or
MCU/WM tonlgn country

owmd of Incorporttton

The Marmon Group, Inc. (Michigan) 100 Delaware

Plkrose and Company, Limited 100 England
Keystone Tubular Service Corporation 100 Delaware
The Marmon Group of Canada, Inc 100 Canada
The Boykln Company 100 Delaware

Cerro Mining Company of Canada Limited 100 Canada
Cerro Sales Corporation 100 Delaware

Cerro Metals (U.K.) Limited 100 England
Cerro International S.A. 100 Belgium
Fatterolf Coal and Construction, Inc 100 Delaware

M.F. Fetterolf Coal Co., Inc. 100 Pennsylvania
M.F. Land Company, Inc. 100 Pennsylvania

Marmon Company 100 Delaware

The RegO Group, Inc. 88 Delaware
RegO Company 100 Delaware

Leadership Housing, Inc." 100 Delaware
The Housing Group 100 Delaware
Tamarac Utilities, Inc 100 Florida

• Included in the consolidated financial statements, except.for Leadership and Housing Group
which are accounted for on the equity method. Separate company financial statements are filed
for Leadership as it is a significant subsidiary. Housing Group financial statements have not
been filed as it is not a significant subsidiary.

" Leadership has 6 subsidiaries engaged in real estate and related activities.
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ITCH S

LEGAL PROCEEDINGS
A discussion of pending legal proceedings, which appears on pages 23 and 24 of Marmon's 1977

Annual Report to Shareholders, is hereby incorporated by reference. See also "Environmental
Matters" under Item 1 — Business.

ITEM e

INCREASES AND DECREASES IN OUTSTANDING SECURfTlES AND INDEBTEDNESS
NONE

ITEM 7
CHANGES IN SECURITIES AND CHANGES IN SECURITY FOR REGISTERED SECURITIES

NONE

ITEM •

DEFAULTS UPON SENIOR SECURITIES
There have been no defaults with respect to any indebtedness of Marmon or any of its significant

subsidiaries exceeding 5 per cent of total assets of Marmon and Its consolidated subsidiaries.

ITEM 9

APPROXIMATE NUMBER OF EQUITY SECURITY HOLDERS
Numb* ot

/vcort holdvt tt
Tltto at cltM»

Common Stock ............................................ 1
$2.25 Cumulative Series A Preferred Stock ..................... 14,652*

•Excludes shareholders who through December 31, 1977 have not converted Cerro Common
shares Into Marmon Preferred shares.

ITEM 10

SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS
The information required by this item is contained in Marmon's Form 10-Q for the quarter ended

June 30, 1977.

ITEM 11

EXECUTIVE OFFICERS OF THE REGISTRANT
(a) Listed below are the names and ages of all executive officers of Marmon at December 31,

1977 and the positions and offices held by each:
Jay A. Pritzker ............. Chairman of the Board 55
Robert A. Pritzker .......... President and Treasurer 51
Robert C. Gluth ............ Executive Vice President 53
George A. Jones ........... Executive Vice President 57
L William Emmert .......... Vice President 57
Walter S. Rogowskl ........ Vice President and Assistant Secretary 48
Carlos M. Echavarria ....... Vice President 41
Thomas L Seifert .......... Secretary and Legal Counsel 37
Lynn Snyder ............... Assistant Secretary 46
John Spevacek ............ Controller . 50

Messrs. Jay A. Pritzker and Robert A. Pritzker are brothers. There are no other family relation-
ships among the executive officers of Marmon.
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(b) Business experience of each executive officer during the past five years:

Mr. Pritzker was elected Chairman of the Board of Marmon In January 1976. He became a
Director of Cerro in March 1974 and Chairman of the Board of Cerro in February 1975. He is presently
Chairman of the Board of TMQ (since 1963) as well as an attorney and member of the law firm of
Pritzker and Pritzker.

AoAertAPrttzter
Mr. Pritzker was elected a Director of Marmon in November 1975, President In February 1976

and Treasurer In January 1978. He became a Director of Cerro In December 1974 and its President
In February 1975. He Is the President and a Director of TMG, which positions have been held for
more than five years.

Aoftert C. Q/vtft

Mr. Qluth was elected Executive Vice President of Marmon In September 1976. He was elected
a Director of Marmon In November 1975 and Vice President of Marmon In February 1976. He was
elected a Vice President of Cerro in May 1975 and a Director in June 1975. He became a Vice
President of TMG in 1970 and an Executive Vice President In 1977.

George A. JenM
Mr. Jones was elected Executive Vice President of Marmon In September 1976. He became a

Vice President and Director in February 1976. He was elected a Director of Cerro in June 1975.
Mr. Jones has held the position of Executive Vice President and Director of TMG for more than
five years.

L. WIIHun E/nmert
Mr. Emmert has been Director of Personnel of TMG since 1965 and vice President-Director of

Personnel since April 1975. He has been Vice President of Marmon since June 1977.

Mr. Rogowski has been Vice President, Secretary and General Counsel of TMG since 1967
and Vice President and Assistant Secretary of Marmon since July 1977.

C«r/os M. Ecnartrr/a
Mr. Echavarria was employed by TMG in 1976 and was elected a vice President of Marmon in

July 1977. He was President and owner of Fabrica de Medias Crystal Textile Company located
in Medellin, Colombia, from 1958 until 1973 and President of Industries Metalicas Sudamericanas,
a metal manufacturing company located in Medellin, Colombia, from 1973 to 1976.

L. Seffert

Mr. Seifert was elected Secretary and Legal Counsel of Marmon in January 1976. He has
been Secretary and General Counsel of The RegO Group, Inc. since December 1975. He became
Associate General Counsel and Assistant Secretary of Cerro in October 1975. Prior to joining Cerro,
Mr. Seifert was Associate General Counsel and Assistant Secretary for Canteen Corporation.

Ljmn Snyder
Miss Snyder was elected Assistant Secretary of Marmon in July 1977 and Assistant Secretary of

TMG in 1972.

John Spevacelr

Mr. Spevacek was elected Controller of Marmon in September 1976. He was formerly Vice
President and Controller of Cerro since June 1975. Prior to joining Cerro, he was President and
Chief Executive Officer of Anderson Manufacturing Company, Inc. from September 1973 to June
1975. Prior thereto, Mr. Spevacek served as Group Vice President — Finance of Amphenol Com-
ponents Group, Bunker Ramo Corporation.
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ITEM 12

INDEMNIFICATION OP DIRECTORS AND OFFICERS

The General Corporation Law of the State of Delaware provides authority for the indemnification
of directors and officers in the defense of civil and criminal actions. The Bylaws of Marmon provide
for the Indemnification of directors and officers to the full extent and in the manner permitted by
the laws of the State of Delaware. Marmon does not have indemnification insurance covering its
directors and officers..

ITEM 13

FINANCIAL STATEMENTS AND EXHIBITS

(a) Listed below are the financial statements and exhibits filed as part of this report:

(1) Financial Statements—see pages 9 and 10.

(2) Exhibits:

1. Certificate of Amendment of Certificate of Incorporation filed June 3,1977.

2. Board of Directors Resolution dated June 2, 1977 reducing number of directors from
nine to eight

3. Letter dated November 18. 1977 from The Prudential Insurance Company of America
amending Note Agreement dated February 6, 1967.

4. Letter dated January 19, 1977 from The Prudential Insurance Company of America
amending Note Agreement dated February 6, 1967 regarding Hammond Corporation.

5. Letter dated January 19. 1977 from The Prudential Insurance Company of America
amending Note Agreement dated February 6, 1967 regarding Cairo Motor Express
Corporation.

6. Letter dated December 2. 1977 from Aetna Life Insurance Company amending Note
Agreement dated February 6, 1967.

7. Certificate of Ownership and Merger filed October 31, 1977 merging Jenner Mining
Corporation and JMS Mining Corporation into The Marmon Group, Inc.

8. Termination Agreement dated January 1,1977 by and between The Marmon Group, Inc.
and certain former employees.

9. Letter dated February 14, 1978 from The Prudential Insurance Company of America
amending Note Agreement dated February 6, 1967.

10. Letter dated March 20,1978 from Aetna Life Insurance Company amending Note Agree-
ment dated February 6, 1967.

11. Letter from Kenneth Leventhal & Company, certified public accountants, commenting on
changes in the accounting principles or practices followed by Leadership Housing, Inc.

(b) No report on Form 8-K was required to be filed during the three months ended December 31,
1977.
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Part II
ITEMS 14 through 18, Indmiv*

Information called tor by Items 14 through 18, inclusive, is not filed at this time pursuant to
General Instruction H which permits omission if a definitive proxy statement is filed not later than
120 days after the close of the year.

SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934,
the registrant has duly caused this report to be signed on Its behalf by the undersigned, thereunto
duly authorized.

THE MARMON GROUP. INC.

(Registrant)

BY: ROBERT C. QLUTH
Robert C. Gluth
Executive Vice President
THE MARMON GROUP, INC.

BY: THOMAS L. SEIFERT
Thomas L Seifert
Secretary and Legal Counsel
THE MARMON GROUP, INC.

Date: April 6, 1978
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THE MARMON GROUP, INC.

INDEX TO FINANCIAL STATEMENTS

COVERED BY REPORTS OF CERTIFIED PUBUC ACCOUNTANTS

fOfmJWC
fptg«;

The Marmon Group, Inc.

Report of Certified Public Accountants F-1

Data Incorporated by reference from attached Marmon 1977
Annual Report to Shareholders:

Consolidated balance sheets at December 31,1977 and 1976 ..

For the years ended December 31,1977 and 1976

Consolidated statement of income

Consolidated statement of shareholders' equity

Consolidated statement of changes in financial position

Notes to consolidated financial statements

Supplementary Information F-2-4

Schedules for the years ended December 31,1977 and 1976
I—Marketable securities—other security investments F-5

III—Investments In, equity in earnings of, and dividends received
from affiliates and other persons F-6

IV—Indebtedness of affiliates and other persons—not current ... F-7

V—Property, plant and equipment F-7
VI—Accumulated depreciation, depletion and amortization of

property, plant and equipment F-8
XII—Valuation and qualifying accounts and reserves F-9

The Marmon Group, Inc. (Parent Company)

Balance sheets at December 31,1977 and 1976 F-10-11

For the years ended December 31,1977 and 1976

Statement of income F-12
Statement of changes in financial position F-13-14

Notes to financial statements F-15-18

Schedules for the years ended December 31,1977 and 1976

I—Marketable securities—other security investments F-19

III—Investments in, equity in earnings of, and dividends received
from affiliates and other persons F-20-21

IV—Indebtedness of affiliates and other persons—not current ... F-22

V—Property, plant and equipment F-23

VI—Accumulated depreciation, depletion and amortization of
property, plant and equipment F-23

XII—Valuation and qualifying accounts and reserves F-24

XVI—Supplementary income statement information F-24

9

Anmnl neort

4-5

6

7

8-9

10-27
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THE MARMON GROUP, INC.

INDEX TO FINANCIAL STATEMENTS

COVERED BY REPORTS OP CERTIFIED PUBLIC ACCOUNTANTS

Anmutrvport
form JWC to ttitrrtoldtn

ICX Industries, Inc.

Report of Independent Accountants ........................... F-25

Leadership Housing, Inc.

Reports of Independent Certified Public Accountants ............ F-26-26a

Consolidated balance sheets at December 31, 1977 and 1976 ...... F-27

For the years ended December 31, 1977 and 1976 —

Consolidated statement of operations and accumulated deficit . . F-28

Consolidated statement of changes in financial position ......... F-29

Notes to consolidated financial statements ................... F-30-51

Schedules for the years ended December 31, 1977 and 1976

II — Amounts receivable from directors, officers and employees F-52

V — Property, plant and equipment ......................... F-53

VI — Accumulated depreciation and amortization of property,
plant and equipment ................................ F-54

XII — Valuation and qualifying accounts and reserves ......... F-55

XVI — Supplementary Income statement information ............. F-56

The Housing Group

Report of Certified Public Accountants ........................ F-57

The Communities Group, Inc. of Broward County

Report of Certified Public Accountants ........................ F-58

Boca del Mar Associates and Boca del Mar Golf and Tennis Clubs
(Partnerships)

Report of Certified Public Accountants ....................... F-59

All other schedules for Marmon (Parent Company and consolidated) and Leadership have been
omitted since the required information is not present or is not present in amounts sufficient to require
submission of the schedule or because the information required is included in the respective financial
statements or the notes thereto.

Financial statements of the nonconsolidated subsidiaries, other than the financial statements
of Leadership, and the affiliated companies have been omitted since, in the aggregate, these
companies do not constitute a significant subsidiary.

The Marmon consolidated financial statements listed in the above index are included in
Marmon's Annual Report to Shareholders for the year ended December 31, 1977, and are hereby
incorporated herein by reference. All other pages of Marmon's Annual Report to Shareholders are
incorporated elsewhere herein by reference, with the exception of the Letter from Chairman and
President, General Information and Report of Certified Public Accountants on pages 1, 2 and 3
which are not deemed to be filed as part of this annual report. .
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REPORT OF CERTIFIED PUBLIC ACCOUNTANTS

The Board of Directors and Shareholders
The Marmon Group, Inc.

We have examined the Parent Company and consolidated financial statements of The Marmon
Group, Inc. (Marmon) (Note 1) listed in the accompanying index to financial statements. Our exami-
nations were made in accordance with generally accepted auditing standards and, accordingly, in-
cluded such tests of the accounting records and such other auditing procedures as we considered
necessary in the circumstances. We have received the reports of other independent accountants on
their examinations of the 1977 and 1976 consolidated financial statements of the major real estate
subsidiary (Leadership) and of the 1976 consolidated financial statements of the trucking subsidiary
which was sold in 1977. Our opinion expressed herein on the Parent Company and consolidated
financial statements of Marmon, insofar as it relates to amounts included In such financial statements
that were derived from the 1977 and 1976 consolidated financial statements of Leadership and the
1976 consolidated financial statements of the trucking subsidiary, is based solely on the reports of
the other independent accountants.

The reports of other independent accountants referred to above on the consolidated financial
statements of Leadership are qualified as to the effects of such adjustments, if any, as might have
been required had the outcome of certain specified uncertainties been known. Two of the significant
uncertainties have been substantially resolved and the financial statement effect has been reflected
in 1977 as described in Note 8 to the consolidated financial statements. The remaining significant
uncertainties are discussed in the fourth paragraph of Note 16 to the consolidated financial state-
ments.

The allocation of Mamnon's purchase cost of Cerro Corporation (Cerro) to the net assets ac-
quired, as reflected in the Parent Company and consolidated balance sheets at December 31, 1977
and 1976, and the related effects reflected in the Parent Company and consolidated statement of
income for 1C77 and 1976, are subject to retroactive revision to reflect the outcome of certain federal
income tax matters relating to Cerro as discussed in Note 3 to the consolidated financial statements.
The outcome of these income tax matters and, therefore, the effects of such retroactive revisions
as will be required cannot be determined at this time.

Matters relating to significant pending and threatened litigation and product liability claims
involving Marmon or certain of Its subsidiaries, including Leadership, are discussed in Note 16 to
the consolidated financial statements. The outcome of these matters and the ultimate effects, if any,
on Marmon's Parent Company and consolidated financial statements cannot be determined at this
time. In our report dated April 22, 1977, our opinion on the 1976 financial statements contained no
reference to the matters referred to in this paragraph that were then existing. Additional pending
and threatened litigation arose in 1977, a major portion of which relates to events occurring prior
to 1977, as to which the outcome cannot be determined at this time. Accordingly, our present
opinion on the 1976 Parent Company and consolidated financial statements as presented herein
includes a qualification as to these matters.

In our opinion, based on our examinations and the reports of other independent account-
ants, and subject to the effects on the Parent Company and consolidated financial statements of
(1) such retroactive revisions of the financial statements as will be required to reflect the out-
come of the matters referred to in the second preceding paragraph, and (2) the effects, if any, of
the outcome of the matters referred to in the preceding paragraph, the Parent Company and con-
solidated statements of Marmon listed in the accompanying index to financial statements present
fairly the Parent Company and consolidated financial position of The Marmon Group, Inc. at Decem-
ber 31, 1977 and 1976, and the Parent Company and consolidated results of operations and changes
in financial position for the years then ended, in conformity with generally accepted accounting
principles applied on a consistent basis during the period.

ARTHUR YOUNG & COMPANY
Chicago, Illinois
March 31,1978
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THE MARMON GROUP, INC.

SUPPLEMENTARY INFORMATION

/nrerrtoffet and Co«t of Qoods Sold
Inventories and supplies at December 31, 1975 used to determine cost of goods sold were

$50,781,000.

For purposes of determining the lower of cost or market for coal and manufacturing inventories,
market is generally considered to be net realizable value. Cost consists principally of raw materials
and purchased components, direct labor and direct and Indirect manufacturing or mining costs.

Plant tnd Equipment
Depreciation rates used were as follow*:

Buildings and Improvements (Note) 2% to 20%

Machinery and equipment 4% to 40%

Utility plant 2£% to 10%

NOTE:
Leasehold Improvements are depreciated over the lesser of the term of the lease or the useful
life of the asset

Cumnt Aep/aeement Co*f Information (Unaudited)
The determination of estimated replacement cost requires subjective judgments and estimates.

Because of such subjective judgments and the errors inherent in estimates, the data may not be
fully comparable between companies providing such data.

Simplistic use of the replacement cost information should be avoided. The effect on net income
of calculating cost of sales and depreciation on a current replacement cost basis is not required
by the Securities and Exchange Commission (SEC) regulations because there are substantial theo-
retical problems in determining an Income effect and because users should not be encouraged to
convert the data into a single revised net income figure. The factors of subjective judgment, errors
inherent in estimation and the many specific factual circumstances involved make the data inappro-
priate to the determination of "true income" or comparability between companies.

The replacement cost information Is based upon the hypothetical assumption that replacement
of inventory and productive capacity would be on an "instant" basis. The replacement cost estimates
do not take into account the problems resulting from such hypothetical change and accordingly
would require studies in depth before undertaking actual replacement The estimates are not
necessarily indicative of management's intentions with respect to replacement or of costs that might
be incurred; nor should the information be interpreted as to indicate that present plans to replace
productive capacity or actual replacement would or could take place in the manner assumed in
estimating the information.

Replacement cost data is not necessarily indicative of current value or sales value or adjusted
book value.

The Information does not reflect all the effects of Inflation and other economic factors on
Marmon's current cost of operations, nor does it reflect considerations of these effects on assets other
than inventories and productive capacity and the related effects on other costs.

It must also be recognized that a comparison between Marmon's historical cost and replacement
cost information requires consideration of the adjustments to Cerro's historical costs arising out of
the purchase of Cerro by Marmon. The purchase cost allocation had the effect of completely
eliminating the carrying value of property, plant and equipment as of August 1, 1974, and subse-
quent depreciation thereon, with respect to Marmon's 45.33% purchase of Cerro and significantly
reducing such carrying value at February 24, 1976, and subsequent depreciation thereon, with
respect to Marmon's 54.67% purchase of Cerro.

The estimated replacement cost of a substantial portion of Marmon's plant and equipment
relates to plant and equipment acquired in used condition, largely as a result of Marmon's purchase

F-2
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of Cerro. The useful lives assigned to such assets were necessarily shorter than would have been
assigned to comparable new assets. However, for purposes of calculating depreciation on used plant
and equipment on a current replacement cost basis, Marmon's policy with respect to the useful lives
of new assets has been reflected. Additionally, for purposes of calculating accumulated depreciation
on used plant and equipment on a current replacement cost basis, expired lives have been deter-
mined by subtracting estimated remaining lives from new asset lives.

Marmon computes depreciation on plant and equipment principally on accelerated methods.
Pursuant to SEC requirements, depreciation on a replacement cost basis is computed on a straight
line basis. Additionally, improvements to existing assets may have significantly extended the
originally assigned useful lives of such assets. These factors further complicate interpretation of
the accompanying information.

In recognition of the unique problems involved In the determination of replacement cost of
mineral resource assets, the SEC has granted an exemption from the determination of such informa-
tion. Accordingly, the replacement cost of inventories and cost of sales include depletion of
Marmon's coal reserves on a historical cost basis. For the year ended December 31, 1977, ex-
penditures for acquiring mineral rights, leases, and properties and the related exploration activities
approximated $650,000, of which $400,000 was capitalized and $250,000 was charged to current
expense. Amortization of capitalized expenditures was $3,920,000, including $3,555,000 resulting
from the write-off of unrecoverable development costs of which $1,400,000 was Incurred in 1977.
Amortization of capitalized exploration and development costs is significantly affected by the adjust-
ments to Cerro's historical costs arising out of the purchase of Cerro by Marmon. Amounts related
to stripping of overburden have not been included in the above disclosed amounts because, in the
opinion of management, these costs relate directly to the production of coal.

This information, in the opinion of management, has very limited analytic value. Any analysis
must consider the limitations noted above and the methods of estimation described below.

19T7 1978

Historic*!
cost

(All amounts in the table below are in thousands
of dollars.)

Balances at end of year:
Inventories $272,303
Property:

Buildings and improvements and construc-
tion in progress $ 43,810

Machinery and equipment (Including proc-
essing plant for coal and utility opera-
tions)

Estimated

mant cost
Historic*!

cost

Ertlmatfd
K»pl*c»-

mtnt cost'

$ 312.810 $202,120 $234,020

$ 215.440 $ 37,834 $144,397

Less accumulated depreciation

Land
Mineral resource assets net of accumulated

depletion of $877 in 1977 ($512 in 1976)

85.408
129,218
41.583
87,635
4,147

19,380

373.324
588,764
343.340

$ 245,424

Property—net $111,162
For the year then ended: ~""""""

Cost of sales, excluding depreciation and de-
pletion $967,009

Depreciation 12,395
Depletion 365

Total cost of sales $979,769
Depreciation expense (exclusive of amounts

allocated to cost of sales) $ 864

$ 971.246
29,396

365

70,356
108,190
31,629
76,561
3,779

19.752
$100,092

$694,795
8,427

293

337,812
482,209
252.789

$229,420

$696,949
22,692

293
$1,001,007 $703.515 $719,934

1.542 740 $ 1,132

'Restated from amounts reported in the prior year.
The methods of estimation of replacement costs were as follows:

Buildings and improvements—Current estimated construction costs to obtain equivalent
space within acceptable geographical locations. Such costs for 1976 and for used properties
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acquired during 1977 were obtained from vendors or available appraisal reports or were
obtained through application of "unit of space" costing techniques. For 1977, such costs were
generally based upon the application of a composite building index to the replacement values
determined in 1976. The historical cost of new additions in 1977 was deemed to be replacement
cost

Machinery and equipment— For 1976, replacement costs were obtained from vendor quota-
tions on the major items of equipment, use of engineering estimates and the use of productive
capacity cost per unit in the case of the coal processing and utility plants. Replacement cost
of the remaining equipment was estimated based upon the relationship of replacement cost to
historical cost developed as described above. For 1977, such costs were generally based upon
the application of a composite index to the replacement values determined in 1976. The his-
torical cost of new additions in 1977 was deemed to be replacement cost.

Inventories — Raw materials: current prices or quotations reflecting the terms and conditions
under which Marmon generally purchases Its materials. Work In process and finished goods:
current raw material costs plus estimated labor and overhead costs, Including depreciation on
a replacement cost basis, which would be incurred In replacement of Inventory based upon
current cost experience and production volumes.

Cost of sales — Adjustment of historical cost of sales for the replacement cost effect on
opening and closing Inventory, replacement cost of materials that were significantly different
in price throughout the year and replacement cost depreciation. With respect to metals trading
inventories and inventories valued under the LIFO method, which comprises 59% of consolidated
ending inventories in 1977 (53% of consolidated ending inventories in 1976), cost of sales on a
historical cost basis was generally determined to closely approximate cost of sales on a replace-
ment cost basis.

Marmon Is generally not subject to unusually rapid technological change in its manufacturing
processes. Nonetheless, it is important to note that the above replacement cost data generally
contemplates a continuation of manufacturing techniques and processes presently employed by
Marmon. Prior to actual replacement, different manufacturing techniques and processes would
be subjected to extensive review and evaluation and might significantly impact the replacement cost
data stated above.

The replacement cost data presented above does not reflect operating cost savings which
might result from the replacement of existing productive capacity. If Marmon's productive capacity
were to be replaced in the manner assumed in the determination of replacement cost, many costs
other than depreciation (e.g. direct labor costs, repairs and maintenance and other indirect costs)
would be altered.

Supplementary income Statement Information
Supplementary income statement information is as follows:

D»e»mt*r 31,
1077 1078

(In thouttndt of dolltn)

Maintenance and repairs $23,563 $17,196
Payroll taxes 13,281 7,814
Interest expense

Long-term obligations 9,251 10,236
Other interest 7,798 1,106

MARGRP CDAdm-1652



Schedule!
Consolidated

THE MARMON QROUP, INC.

SCHEDULE I— MARKETABLE SECURITIES— OTHER SECURITY INVESTMENTS

Year Ended December 31, 1977

(In thousands at dollars)

Column A Column 8 Column C
Number at t/iv**
or unto— principal Amount «f which

Atone el touwr umoum of thown in th»
vtd UU» of »»ch IUM bottd$ *nd not»*

First Chicago Corporation
Promissory Notes .................... $62,000 $62,000(1) (2)

Notes:

(1 ) Short term investments on the Consolidated Balance Sheet consist of the following:

1077

Promissory Notes ........................................ $62,000

Certificates of deposit .................................... 10,452

$72.452

(2) See Note 5 of Notes to Consolidated Financial Statements Included in Marmon's 1977 Annual
Report to Shareholders, incorporated herein by reference.
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THE MARMON GROUP, INC.

SCHEDULE IV—INDEBTEDNESS OF AFFILIATES
AND OTHER PERSONS—NOT CURRENT

(In thousand* of dollan)

Schedule IV
Consolidated

Real estate subsidiaries

1977

1976

Note:

(1 ) Increase represents additional advances from Marmon.

Column B Column C
B*ltnc» »t Ba/anc* 0
beginning tnd
of ptfrotf

$19.493 $25,340(1)

$19,493

SCHEDULE V—PROPERTY, PLANT AND EQUIPMENT
For the Yean Ended December 31,1977 and 1978

(In thousands of dollan)

Schedule V
Consolidated

Col. A Col. B
B*/«nc«
•I t^gln-
nlng of

1977
Land $ 3,779
Buildings and Improvements 31,562
Machinery and equipment 64,158
Mining properties 20,264
Utility plant 6,198
Construction in progress 6,272

Co/. C
MUttiom, tt cott

Acquisi-
tion*

$ 117
1,868
3,691

106

Other

$ 355
1,362

18,514
132
699

7,013

Col. D coi.e

$132.233 $ 5.782(1) $28.075

1978
Land 77T $ 2,064
Buildings and Improvements 21,590
Machinery and equipment 34,027
Mining properties
Utility plant
Construction in progress 424

$ 865
3,392

13,664

3,306
(3,570)

Atf/r*-
m»na

$ 104
818

7,848
139

4
3.555(3)

$12.468

$
434

3,230
1,273

24

292

$ 5.253

Biltnc*
tt »nd

of period

$ 4,147
33,974
78,515
20.257
6,893
9,836

$153.622

$ 3.779
31.562
64,158
20.264
6.198
6,272

$132,233S 58.105 $61.724(2) $17,657

Notes:
(1) Acquisition of Hammond (see Note 2(b) of Notes to Consolidated Financial Statements,

included in Marmon's 1977 Annual Report to Shareholders; incorporated herein by reference).

(2) Acquisition of Cerro (see Notes 1 and 2 of Notes to Consolidated Financial Statements, included
in Marmon's 1977 Annual Report to Shareholders, incorporated herein by reference).

(3) Write-off of unrecoverable coal mine development costs.

F-7
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THE MARMON GROUP, INC.

SCHEDULE VI—ACCUMULATED DEPRECIATION, DEPLETION AND
AMORTIZATION OF PROPERTY, PLANT AND EQUIPMENT

For UM Year* Ended December SI, 1977 and 1878

(In thousands of dolltrt)

Schedule VI
Concolidcted

Col. BCo/. A

Detertotlan

1077

Buildings and improvements $ 6,821

Machinery and equipment 24,654

Mining properties 512

Utility plant 154

$32.141

1976

Buildings and improvements $ 5,448

Machinery and equipment 16,436

Mining properties

Utility plant

$21.884

Co/. 0

Sa/tne*
H begin-
ning el

riod

Co/. Co/.

$ 1,533

7,504

293

130

9,460

Other
chtnge*

$ 647

1,315

$1.962(1)

$ 135

1,908

219

24

Bt/tnee ft
end of
period

$ 8,585

32,670

877

328

$42.460

$ 6,821

24,654

512

154

$ 295

1,194

$1.489 $2.286(2) $32.141
Notes:

(1) Represents accumulated depreciation on 41.97% of Hammond's assets from dates of acqui-
sition by GL of its interest in Hammond to January 26, 1977, the date QL contributed its interest
to Marmon (see Note 2(b) of Notes to Consolidated Financial Statements, included in Marmon's
1977 Annual Report to Shareholders, incorporated herein by reference).

(2) Represents Marmon's basis in accumulated depreciation of Cerro at February 24, 1976 on
45.33% of assets acquired by Cerro subsequent to August 1, 1974 (See Notes 1 and 2 of Notes
to Consolidated Financial Statements, included in Marmon's 1977 Annual Report to Share-
holders, incorporated herein by reference).
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THE MARMON GROUP, INC.

Schedule XII
Consolidated

SCHEDULE XII—VALUATION AND QUAUFY1NQ ACCOUNTS AND RESERVES

For the Years Ended December 31,1977 end 1976

(In thousands of dollars)

Col. A

Dttcrlptlon

1977

Current trade receivables $2,629

Inventory valuation reserves $4,497

tPTfl

Current trade receivables $1.464

Inventory valuation reserves $1,939

Notes:

(1) Write-off of uncollectible accounts, net of recoveries.

(2) Provisions for obsolescence, net of disposals.

Co/. B

Bilvtci
tt begin-
ning of
period

$2,629

$4,497

Col. C
Addition
ctitry+d
to coctf

vtd

$1.240

$ 853(2)

Col. D

Deductiont

$ 527(1)

Co/. E

Btltnct tt
•nd ot
period

$3.342

$5,350

$1.713 $ 548(1)

$2.558(2)
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THE HARMON GROUP, INC.

PARENT COMPANY BALANCE SHEET

(In thousands of dollars)

ASSETS

(Notes 1,2 and 3)

Oactmb* »t.
1977

Current assets

Cash $ 1,629 $ 4,074

Short term investments (Schedule I) (Note 5) 54,229 48,225

Marketable securities 1,837

Receivables

Trade accounts, less allowances of $922 in 1977 and $742 in 1976
(Schedule XII) 29,472 33,119

Notes due from Chile (Note 6) 4,386 5.473

Refundable income taxes (Note 15) 2,395

Other 4,002 4.482

Inventories (Note B)

Metals trading 15,842

Manufacturing and supplies 68.209 67,292

68,209 83,134

Other current assets 3,296 5,988

Total current assets 167,618 186.332

Investments in and advances to consolidated subsidiaries (Note B)

Investments (Schedule III) 156,232 82,962

Advances (Schedule IV) 54,387 50,034

Investments in and advances to non-consolidated subsidiaries (Note B)

Trucking (Schedule III) (Note 2(c)) 17,009

Realty (Schedule III) (Note 8) 19,299 20,035

Notes due from Chile (Note 6) 389 3,064

Property, plant and equipment, less accumulated depreciation of $2,338
in 1977 and $1.664 in 1976 (Schedules V and VI) (Note C) 15,684 15,060

Other assets 8.734 7,467

$422.343 $381,963

'Amounts for 1976 have been reclassified for comparability with the 1977 presentation.

See accompanying notes (alphabetical) and Notes to.,Consolidated Financial Statements
(numerical) included in Marmon's 1977 Annual Report to Shareholders, incorporated herein by
reference.
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THE MARMON GROUP, INC.

PARENT COMPANY BALANCE SHEET

(In thousands of dollars)

LIABILITIES AND SHAREHOLDERS' EQUITY

(Notes 1,2 and 3)

C*c»mt*r 31.
1977

Currant liabilities

Long-term debt due within one year (Note D) $ 7,478 $ 5,492

Investment agreement payable to a consolidated subsidiary 8,411

Current obligations under capital leases (Note E) 460 411

Accounts payable (Note 5) 14,475 64,934

Income taxes (Note 15) 17,901 17,534

Accrued liabilities

Compensation 3,387 3,327

Pensions 2.833 2.271

Insurance 3,394 2.112

Interest 2,978 821

Other 5,436 5,289

Total current liabilities 66,753 102,191

Long-term debt (Note D) 27,918 29,660

Long-term obligations under capital leases (Note E) ' 4,512 4,936

Deferred credit from acquisition (Note 3) 34,894 11,454

Other non-current amounts 5,856 6,625

Contingencies and litigation (Notes 3,14,15 and 16)

Shareholders' equity (Notes D, G and 17)

Preferred stock, $1 par value; 10,000,000 shares authorized, 4,259,057
shares issued and outstanding; liquidation preference and mandatory
redemption value of $93,699 90,295 89,248

Common stock, $1 par value; 10,000,000 shares authorized, 5,000,000
shares issued and outstanding 5,000 5,000

Other paid-in capital 26,452 10.241

Retained earnings 160,663 122.608

Total shareholders1 equity 282.410 227,097

$422,343 $381,963

•Amounts for 1976 have been reclassified for comparability with the 1977 presentation.

See accompanying notes (alphabetical) and Notes to. Consolidated Financial Statements
(numerical) included in Marmon's 1977 Annual Report to Shareholders, incorporated herein by
reference.
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THE MARMON GROUP, INC.

PARENT COMPANY STATEMENT OF INCOME

(In thousands of dollars)

(Notes 1,2 and 3)

D«c«/ntw 31,
1077 1979'

Revenues

Net sales $413.867 $369,737

Miscellaneous—net 8,896 6,132

422.763 375.869

Costs and expenses

Cost of sales 371,722 334,068

Selling and administrative 16,542 15,820

Interest 5.437 2,640

393,701 352,528

Income before amounts shown below 29.062 23,341

Allocation of income taxes (Note 15)

Current 4.772 1,361

Deferred (3.194) 527

Provision in lieu of income taxes 8,937 6,501

10.515 8,389

Income before equity In net Income of subsidiaries and discontinued
operations 18,547 14.952

Equity in net income of consolidated subsidiaries (Schedule III) 36,350 24,267

Equity in loss of real estate subsidiaries (Schedule III) (Note 8) (9,515)

Income from continuing operations 45,382 39,219

Discontinued operations (Note 2(c))

Equity in net income from operations (Schedule III) 1,440 3,540

Gain on disposal, less income taxes of $2.397 1,863

3,303 3,540

Net income $ 48,685 $ 42,759

'Amounts for 1976 have been reclassified for comparability with the 1977 presentation.

See accompanying notes (alphabetical) and Notes to Consolidated Financial Statements
(numerical) included in Marmon's 1977 Annual Report to Shareholders, incorporated herein by
reference.
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THE MARMON GROUP, INC.

PARENT COMPANY STATEMENT OF CHANGES IN FINANCIAL POSITION

(In thousands of dollars)

DtcimbtrSI.
1977 lore-

Sources of working capital
Income from continuing operations $ 45,382 $ 39,219
Charges (credits) not involving working capital

Provision in lieu of Income taxes 15,221 6,030
Depreciation and amortization 1,983 1,182
Equity in undistributed loss of real estate subsidiaries 9,515
Equity In undistributed net income of consolidated subsidiaries (31,038) (22,064)
Deferred income taxes (1,176) (667)
Other—net (1,514) 582

Total from continuing operations 38.373 24.282

Income of discontinued business 3,303 3,540
Charge (credit) not involving working capital

Provision In lieu of Income taxes 3,094 1,367
Equity in undistributed net Income of discontinued operations (1,277) (2.886)

Total from discontinued operations 5.120 2.021
TotaJ from operations 43,493 26,303

Carrying value of trucking subsidiary sold ....' 18,340
Common stock issued for all outstanding common stock of The Marmon

Group, Inc. (Michigan) 100,886
Investment in Marmon at January 1,1976 (100,886)
Merger of Cerro Corporation at February 24,1976 115,913
Reduction in long-term portion of notes due from Chile 3,535 12,669
Long-term borrowings—debt 5,378 3,188

—obligations under capital leases 117 2,264
Sale of investments 1,369
Disposition of property, plant and equipment 1,668 226
Other—net 1.715 (1.666)

Total sources 74,246 160.266

Dispositions of working capital
Capital contribution to The Marmon Group, Inc. (Michigan) 25,000
Additional investment in consolidated subsidiaries 7,948
Additional investment in and advances to real estate subsidiaries—net... 5,847 5,091
Basis of Hammond at date of acquisition 33,822

Less capital contribution of 48% of Hammond common stock (16,211)
Cash paid for outstanding common and preferred stock of Hammond .... 17,611
Investment in Southern Peru Copper Corporation 5,450
Net advances to consolidated subsidiaries 4,353 22,523
Reduction in long-term obligations—debt 7,364 6,269

—obligations under capital leases ... 541 276
Purchase of property, plant and equipment 4,275 3,380
Preferred dividends paid 9,583 8,136

Total dispositions 57,522 76.125
Increase in working capital , $ 16.724 S 84,141
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THE MARMON GROUP, INC.

PARENT COMPANY STATEMENT OP CHANGES IN FINANCIAL POSITION—(Continued)

(In thousands of dollars)

Changes In Elements of Working Capital

1977

Increase (decrease) in current assets
Cash, short term investments and marketable securities $ 1,722
Receivables (2,819)
Inventories (14,925)

1878*

Other current assets

(Increase) decrease in current liabilities
Long-term debt due within one year
Investment agreement payable to a subsidiary
Current obligations under capital leases
Accounts payable
Income taxes
Accrued liabilities

(2,692)
(18,714)

(1.986)
(8,411)

(49)
50,459

(367)
(4,208)
35.438

(5.492)

(411)
(64,934)
(17,534)
(13,820)

(102.191)
Increase in working capital $ 16,724 $ 84,141

'Amounts for 1976 have been reclassifted for comparability with the 1977 presentation.

See accompanying notes (alphabetical) and Notes to Consolidated Financial Statements
(numerical) included in Marmon's 1977 Annual Report to Shareholders, incorporated herein by
reference.

F-14

LS 001397

MARGRP CDAdm-1662



THE MARMON GROUP, INC.

NOTES TO PARENT COMPANY FINANCIAL STATEMENTS

December 31,1977 and 1876

(Tabular amounts are In thousands.
Numerical footnote references are to Notes

to Consolidated Financial Statements
included in Marmon's 1977 Annual Report

to Shareholders, incorporated
herein by reference.)

A. Organization and Basis of Financial Statements
Pursuant to a vote of shareholders on June 3, 1977, the name of the corporation was

changed from Cerro-Marmon Corporation to The Marmon Group, Inc. (Marmon).

Marmon, incorporated on November 25, 1975, was Inactive until February 24, 1976. On that
date (1) Marmon issued all of Its common shares to GL Corporation (QL) for all of the outstanding
common shares of The Marmon Group. Inc. (Michigan) (TMG), In a transaction accounted for
as if It was a pooling of interests, (2) Marmon became obligated to Issue preferred stock to holders
of Cerro Corporation (Cerro) common stock, other than TMG, on a share-for-share basis and (3)
Cerro was merged into Marmon in a transaction accounted for as a purchase. Cerro common stock
owned by TMG, representing 45.33% of the Cerro common stock outstanding, was cancelled. As
a result of the above described transactions, GL owns 100% of the outstanding Marmon common
stock, which represents approximately 82% of the total voting interest In Marmon, and TMG is a
wholly-owned subsidiary of Marmon. See Notes 2 and 3 of Notes to Consolidated Financial State-
ments for additional information concerning the acquisition of Cerro, the allocation for Marmon's
purchase cost to Cerro's net assets and uncertainties related thereto.

The Parent Company results of operations consist of (1) Marmon's equity in the net income of
TMG (Marmon's accounting predecessor company) for the period January 1 to February 24, 1976
and (2) the historical results of Marmon, including Marmon's equity in the net income of all signifi-
cant subsidiaries, except for the real estate subsidiaries through December 31, 1976 (Note 8),
commencing February 25, 1976. The trucking subsidiary was sold (Note 2(c)) and Is accounted
for as a discontinued operation.

Unaudited pro forma revenues and net income in 1976 would have been approximately
$421,140,000 and $45,210,000, respectively, had the acquisition of Cerro taken place on January
1,1976.

B. Summary of Significant Accounting Policies
(1) Investments In and advances to consolidated and nonconsolidated subsidiaries—

The Parent Company uses the equity method of accounting for Its consolidated subsidiaries and
the nonconsolidated trucking subsidiary which was sold (Note 2(c)). The investment in the real
estate subsidiaries in 1976 is carried at cost to Marmon, adjusted beginning January 1, 1977 for
Marmon's equity in the subsidiaries' loss (Note 8).

Advances to consolidated and nonconsolidated subsidiaries are classified as long-term assets
as it is not expected that such advances will be repaid within one year. However, advances fluctuate
on a dally basis and are due on demand. At December 31, 1977 advances of $26,000,000 to TMG
bear interest at 8Vi%, advances of $23,770,000 to a real estate subsidiary bear interest at varying
rates, a $6,856,000 mortgage on a utility plant bears interest at prime plus 2Vi% and advances of
$10,059,000 to Marmon Company bear interest at 9%.

(2) Inventories—
Inventories, other than metals trading inventories, are valued at the lower of cost or market

Cost represents current cost (standard, average or first-in, first-put) and consists principally of raw
materials and purchased components, direct labor and indirect manufacturing costs. Market is
generally considered to be net realizable value for purposes of determining the lower of cost or
market.
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NOTES TO PARENT COMPANY FINANCIAL STATEMENTS—(Continued)

Metals trading Inventories and outstanding futures contracts are valued at market and the re-
sultant gain or loss is reflected In results of operations.

The classification of manufacturing inventories by stage of production Is not available from the
accounting records.

(3) Plant and Equipment—

Depreciation rates used were a* follows:

Buildings and improvements (Note) 2% to 20%
Machinery and equipment 4% to 40%

Note: Leasehold improvements are depreciated over the lesser of the term of the lease or the
useful life of the asset

(4) Other Policies-

Other significant accounting policies of the Parent Company are presented in Note 4.

C. Property, Plant and Equipment
3i,

1077

Land $ 2,532
Buildings and improvements 3,606
Machinery and equipment 10,369
Construction in progress 1.S1S

18,022
Less accumulated depreciation 2,338

$15,684

D. Debt

The following table summarizes long-term debt obligations:

,?!21 D»c«mb»r 31.
rat Out 1977 1070

Notes to institutions (a) 6%-6H% 1978-1987 $24,360 $27,636
Subordinated notes 12% 1978-1981 2,656 3,863
Other 5%-9% 1978-1982 S.380 3.653

35.396 35,152
Less current portion 7,478 5.492

$27.918 $29,660
(a) Discounted to an effective interest rate of 9%.

Scheduled maturities of the long-term debt in the calendar years 1979-1982 are $6,509,000 in
1979, $6,805,000 in 1980, $3,347,000 in 1981 and $1,865,000 in 1982.

The various debt agreements impose certain restrictions on Marmon, including restrictions on
the payment of cash dividends and the repurchase of capital stock. Pursuant to the most restrictive
provisions of the agreements, Marmon could not pay dividends on or repurchase common stock at
December 31, 1977. However, under the agreements approximately $77,000,000 was available for
the payment of dividends on and redemptions of Preferred Stock at that date.

E. Leasing Arrangements

(1) The following properties under capital leases are included in property, plant and equipment:

F-16
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NOTES TO PARENT COMPANY FINANCIAL STATEMENTS—(Continued)

1977 1976

Buildings tnd Improvements ........................................ $ 600 $ 255
Machinery and equipment ........................................... 2.443 2.330

3.043 2,585
Less accumulated amortization ...................................... 568 253

$2,475 S2,332

Minimum future obligations under capital leases in effect at December 31, 1977 follow:

y»«r» tntilng

1978 .................................................... $ 793
1979 .................................................... 781
1980 .................................................... 779
1981 .................................................... 1,157
1982 .................................................... 459
Later years ....................... ....................... 3,356

7,325
Less amount representing interest .......................... 2,353
Present value of total minimum capital lease payments ....... $4,972

The above amounts do not include licenses, taxes, insurance and maintenance costs which the
Parent Company is required to pay.

(2) Future minimum rental payments due under various noncancelable operating leases having
an initial term of more than one year as of December 31, 1977 follow:

YM/T tndlng D*ctmb«r 31

1978 .................................................... $ 993

1979 .................................................... 917
1980 .................................................... 833

1981 .................................................... 538

1982 .................................................... 456

Later years ............................................. 4,792
$8,529

Minimum future sublease rentals of S5.651 .000 have not been deducted from the above operating
lease data. Rental expense included in the Parent Company statement of income for all operating
leases follows:

YMrt Entitd
D«e«mb«f 31,

1077 1979̂

Minimum rentals ................................. $2,492 $1,841
Contingent rentals ............................... 456 288

2,948 2,129

Less sublease rentals ............................ 624 378
$2,324 $1.751

F. Retirement Plans

The Parent Company has several pension plans covering substantially all of its employees.

The actuarially computed value of vested benefits under the pension plans exceeded, as of
December 31. 1977, the respective pension fund assets and related balance sheet accruals by
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approximately 11,480,000. At that date unfunded, past service costs totalled approximately j
$10,480,000.

' Pension expense Included In the 1977 and 1976 Parent Company statement of income was
$2,674,000 and $2.432,000, respectively.

G. Other

Information with respect to transactions with affiliates by Marmon and its consolidated sub-
sidiaries is presented in Note 19.

See the Consolidated Statement of Shareholders' Equity included in Marmon's 1977 Annual
Report to Shareholders for changes during the years ended December 31, 1977 and 1976, incorpo-
rated herein by reference.

The effective income tax rates in 1977 and 1976 differed from the theoretical 48% federal rate
principally due to an excess of tax basis depreciation over financial statement amounts and greater
gains or lesser losses on disposition of assets for financial statement purposes than for income tax
purposes due to the effects of the allocations of purchase cost to acquired companies (see Note
15). Additionally, the 1977 income tax benefit from the loss of the real estate subsidiaries has
been included as a reduction of the Parent Company income tax provision.
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Schedule I
Parent Company

THE MARMON GROUP, INC.

SCHEDULE I—MARKETABLE SECURITIES—OTHER SECURITY INVESTMENTS

Year ended December 31,1977

(In thousands of dollars)

Column A Column B ColumnC
Humow ol t/iVM
or unftt — principal Amount ft which

Mtm* ol tnutr •mourn of tnown In tn»
tnd tltlu of »»ch /MI/>

First Chicago Corporation
Promissory Notes .................... $49.000 $49,000(1)(2)

Notes:

(1) Short term Investments on the Parent Company Balance Sheet consist of the following:

Promissory Notes ...... . .................... $49,000

Certificates of deposit ....................... 5,229

$544229

(2) See Note 5 of Notes to Consolidated Financial Statements included in Marmon's 1977 Annual
Report to Shareholders, incorporated herein by reference.
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Schedule IV
Parent Company

THE MARMON GROUP, INC.

INDEBTEDNESS OF AFFILIATES AND
OTHER PERSONS—NONCURRENT

Y«w» end** December 31,1977 and 1976

(In thousands of doWara)

Column A Column B Column C
B4«nc* tt
beginning
OfNam* of ptnon

1977

Advances to nonconsolidated real estate subsidiaries $19.493

Due from consolidated subsidiaries

Advances $16,892

BVt % demand note from TMG 26,000

9% demand note from Hammond

Prime plus 2V4% mortgage note from Tamarac Utilities, Inc 7,142
$50,034

Note:

(1) Increase represents additional advances from Marmon.

1976

Advances to nonconsolidated real estate subsidiaries

Due from consolidated subsidiaries

Advances

oVi % demand note from TMG

Prime plus 2Vi% mortgage note from Tamarac Utilities, Inc

Btltnc» tt
•nd of period

$25.340(1)

$19,493
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Schedule V
Parent Company

Column A

Classification

THE MARMON GROUP, INC.

SCHEDULE V—PROPERTY, PLANT AND EQUIPMENT

Years ended December 31,1977 and 1976

(In thousands of dollars)
Column B Column C

Balance at

of period

Column 0 Columns
Addition ft cost

Acquto-
tlon

1977
Land $ 2,572
Buildings and improvements 3,597
Machinery and equipment 9,908
Construction In progress 647

S16.724

1976

Land
Buildings and improvements
Machinery and equipment
Construction in progress

Other_

217
3,190

$ 4.275

Retirements

$ 40
208

2,729

$ 2.977

Balance a
end of
period

$ 2,532
3,606

10,369
1,515

$18,022

Note:

(1) Acquisition of Cerro (see Notes 1 and 2 of Notes to Consolidated Financial Statements, included
in Marrnon's 1977 Annual Report to Shareholders, incorporated herein by reference).

Schedule VI
Parent Company

SCHEDULE VI—ACCUMULATED DEPRECIATION, DEPLETION AND
AMORTIZATION OF PROPERTY, PLANT AND EQUIPMENT

Year* ended December 31,1977 and 1976

(In thousands of dollars)
Column A Column B Column C Column D Column E Column F

Description

1977
Buildings and Improvements
Machinery . .

Balance tt
beginning
of period

$ 303
1 ,361

$1,664

Additions
charged to
cost* tfid
expenses

$ 225
1,758

$1,983

Retire-
ments

$ 65
1,244

$1,309

Other
changes-

add

Balance at
end of
period

$ 463
1,875

$2.338

1976
Buildings and improvements
Machinery and equipment ..

$ 84 $ 303
398 1.361

$ 482(1) $1,664
Note:
(1) Represents Marmon's basis in accumulated depreciation" of Cerro at February 24, 1976 on

45.33% of assets acquired by Cerro subsequent to August 1, 1974 (see Notes 1 and 2 of Notes
to Consolidated Financial Statements, included in Marmon's 1977 Annual Report to Share-
holders, incorporated herein by reference).
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Schedule XII
Parent Company

THE MARMON GROUP, INC.

SCHEDULE XII—VALUATION AND QUAUFY1NQ
ACCOUNTS AND RESERVES

Years ended December 31,1977 and 1876

(In thousands of dollars)

Column A Column B Column C Column D Column E
Addition

Btltnct H etivgoti to Bilinct «f
beginning co*»« utd Dtduc- »nd ot
of period txptntM tiont ptflod

1877

Current trade receivables $ 742

Inventory valuation reserves S 994

1978

Current trade receivables

Inventory valuation reserves

Notes:

(1) Write-off of uncollectible accounts, net of recoveries.

(2) Disposals, net of provisions for obsolescence.

$ 247 S 67(1) $ 922

$ 258(2) $ 736

SUPPLEMENTARY INCOME STATEMENT INFORMATION

Years ended December 31, 1977 and 1976

(In thousands of dollars)

Column A

1977

Maintenance and repairs

Taxes, other than income taxes

Depreciation and amortization of property, plant and equipment

1976

Maintenance and repairs

Taxes, other than income taxes

Depreciation and amortization of property, plant and equipment

Schedule XVI
Parent Company

Column B
Chir:?: ro

CMts tn: • y»n»»t

$8,256

5,733

1,983

$6,523

4,681

1,182
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REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors
of ICX Industries, Inc.

In our opinion, the consolidated balance sheet and the related
consolidated statements of earnings, of changes in stockholders'
equity and of changes in financial position of ICX Industries, Inc.
(not presented separately herewith) present fairly the financial
position of ICX Industries, Inc. and its subsidiary at December 31,
1976, and the results of their operations and the changes in their
financial position for the year, in conformity with generally ac-
cepted accounting principles applied on a basis consistent with that
of the preceding year. Our examination of these statements was made
in accordance with generally accepted auditing standards and accord-
ingly included such tests of the accounting records and such other
auditing procedures as we considered necessary in the circumstances.

PRICE WATERHOUSE & CO.

2300 Colorado National Building
Denver, Colorado 80202
February 3, 1977, except as
to the fourth paragraph of
Noce 8, which is as of
February 23, 1977
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Kenneth Leventhal & Company
Certified Public Accoununcs

MO1 Brickdl Avenue
Miami. Florida 33131
(305) 336-5733

To Che Board of Directors and Stockholders
Leadership Housing, Inc.
(A wholly-owned subsidiary of The Harmon Group, Inc.)
Fc. Lauderdale, Florida

We have examined the consolidated balance sheet of Leadership Housing,
Inc. and its subsidiaries as of December 31, 1977 and the related con-
solidated statements of operations and accumulated deficit, and changes
in financial position for the year then ended and Schedules II, V, VI,
XII and XVI. Our examination was made in accordance with generally
accepted auditing standards and, accordingly, included such tests of
the accounting records and such other auditing procedures as we consid-
ered necessary in the circumstances.

As described in Note 13, the Company is involved in pending and threatened
litigation related to existing and potential claims, the outcome of which
is uncertain.

In our opinion, subject to the effects of such adjustments, if any, as
might have been required had the outcome of the uncertainties referred
to in the preceding paragraph had been known, the consolidated financial
statements referred to above present fairly the consolidated financial
position of Leadership Housing, Inc., and its subsidiaries at December 31,
1977, and the consolidated results of their operations and changes in
their financial position for the year then ended in conformity with gen-
erally accepted accounting principles applied on a basis consistent with
that of the preceding year except for the change, with which we concur,
in the method of accounting for interest and real estate taxes associated
with inventories as more fully described in Note 2 to the consolidated
financial statements. Further, it is our opinion that the additional
schedules referred to above present fairly the information set forth
therein.

March 3, 1978
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REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Directors and Stockholder of

Leadership Housing, Inc.
(A wholly-owned subsidiary of The Harmon Group, Inc.)

We have examined the consolidated balance sheet before
quasi-reorganization (not shown herein) of Leadership Housing,
Inc. and its subsidiaries as of December 31, 1976, and the
related consolidated statements of operations and accumulated
deficit and of changes in financial position for the year then
ended. We have also examined the consolidated balance sheet
after quasi-reorganization of Leadership Housing, Inc. and its
subsidiaries as of December 31, 1976. Our examinations were
made in accordance with generally accepted auditing standards
and accordingly included such tests of the accounting records
and such other auditing procedures as we considered necessary
in the circumstances. We did not examine the financial statements
for 1976 of Boca del Mar Associates and Boca del Mar Golf and Tennis
Club, partnerships in which the Company has net investments in
and advances to of $6,537,000 and $6,188,000, respectively before
and after the quasi-reorganization as of December 31, 1976 and
equity in losses of $1,414,000 for the year ended December 31,
1976. In addition, we did not examine the financial statements
for 1976 of The Housing Group and The Communities Group, Inc. of
Broward County, in which the Company has investments in and advances
to amounting to $4,755,000 as of December 31, 1976. These statements
were examined by other auditors whose reports thereon have been
furnished to us, and our opinion expressed herein, insofar as it
relates to the amounts included for the above mentioned partnerships
and affiliated companies, is based solely upon the reports of the
other auditors.

As discussed in Note 1, on March 15, 1977, the Company's
parent, The Marmon Group, Inc. (formerly Cerro-Marmon Corporation),
authorized the Company to effect a quasi-reorganization to establish
a new accounting basis for its consolidated assets and liabilities
based on their fair values as of December 31, 1976 and to eliminate
the accumulated deficit by transferring it to additional paid-in
capital. The consolidated balance sheet after quasi-reorganization
of Leadership Housing, Inc. and its subsidiaries as of December 31, 1976
has been prepared accordingly.

LS 001410
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In our report dated March 23, 1977, in addition to the
matters discussed in the subsequent paragraph, our opinion
on the 1976 financial statements was qualified as being subject
to the effects on the 1976 financial statements of such
adjustments, if any, as might have been required had the
outcome of the following matters been known (1) a note and
another receivable were involved in litigation and their
collectibility was uncertain and (2) the Company was contingently
liable for approximately $18,200,000 of notes payable of one
of its joint ventures. These notes payable were in default
and actions for foreclosure had been filed by certain note holders.
It could not be determined at that time whetfrer a loss related
to this contingency was probable and no provision had been
recorded in the financial statements as of December 31, 1976
for any such loss that might have resulted therefrom. As
discussed in Note 1, the litigation related to the receivables
referred to in (1) above was settled subsequent to December 31,
1976 and there were no additional provisions for losses required
in 1977. As discussed in Note 7, the Company and its partner
during 1977 decided to terminate the joint venture referred to
in (2) above and the Company is no longer contingently liable
for notes payable of approximately $18,200,000. The Company has
charged operations with the estimated loss relating to the
termination of this joint venture in 1977 as required by generally
accepted accounting principles. Accordingly, our present opinion
on the 1976 financial statements, as presented herein, is no longer
qualified with respect to these matters.

As described in Note 13, the Company is involved in pending
and threatened litigation related to existing and potential
claims, the outcome of which is uncertain. It is probable that
losses related to certain claims have been incurred and provisions
for such losses, where reasonably estimable, have been recorded
as of December 31, 1976 before quasi-reorganization. In the
quasi-reorganization additional provision has been made for the
maximum losses on such claims, where reasonably estimable.

In our opinion, based upon our examinations and the reports
of other auditors, subject to the effects of such adjustments,
if any, as might have been required had the outcome of the
uncertainties referred to in the preceding paragraph been known,
the consolidated financial statements examined by us present
fairly (1) the financial position before quasi-reorganization
of Leadership Housing, Inc. and its subsidiaries at December 31, 1976,
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and the results of their operations and the changes in
their financial position for the year then ended, in conformity
with generally accepted accounting principles applied on a basis
consistent with that of the preceding year and (2) the financial
position after quasi-reorganization of Leadership Housing, Inc.
and its subsidiaries at December 31, 1976 in conformity with
generally accepted accounting principles.

PRICE WATERHOUSE &

Fort Lauderdale, Florida

March 23, 1977
(except for the third
paragraph of our
report as to which
the date is
March 3, 1978)
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LEADERSHIP HOUSING, INC.

(A Wholly-Owned Subsidiary of The Harmon Group, Inc.)

CONSOLIDATED BALANCE SHEET
(In Thousands)

(Set Note 1 regarding Quasi-Reorganization)

ASSETS
December 31

1977 1976*

CASH, including restricted cash of $760 in 1976 $ 776 $ 2,582
NOTES AND OTHER RECEIVABLES • Notes 3, 9 and 13 4,715 17,573
NOTES RECEIVABLE SECURED BY ALL-INCLUSIVE DEEDS OF

TRUST, LESS UNDERLYING TRUST DEED NOTES PAYABLE -
Notes 3 and 9 1,025 8,937

INVENTORIES - Notes 4, 9 and 13 36,963 66,819
INVESTMENTS IN AND ADVANCES TO:

Affiliated companies • Note 5 6,471 4,755
Joint ventures, net - Notes 7 and 13 4,220 7,013

GOLF COURSES AND RELATED FACILITIES, net • Note 8 4,333 4,745
OTHER ASSETS 133 179

Total Assets

LIABILITIES

NOTES PAYABLE - Note ~9 $ 26,329 $ 64,697
ACCOUNTS PAYABLE 266 789
ACCRUED LIABILITIES 6,375 7,677
CUSTOMER DEPOSITS 1,342 4,107
RENT GUARANTEES 1,050 1,544
DEPOSITS ON PROPERTY SOLD SUBJECT TO REPURCHASE -

Note 13 7,244
DUE TO CO-VENTURER - Note 7 6,658
DUE TO PARENT COMPANY, net - Note 11 24.054 14.849

Total Liabilities 66.074 100.907

STOCKHOLDER'S EQUITY (DEFICIT) - Notes 1 and 12

SERIES A PREFERRED STOCK 11,695 11,695
COMMON STOCK 1 1
DEFICIT SINCE JANUARY 1, 1977 (19.134)

Total Stockholder's Equity (Deficit) (7.438) 11.696

Total Liabilities and Stockholder's Equity $ 58.636 $112.603

*As reclassified for comparative purposes.

See accompanying notes.
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LEADERSHIP HOUSING, DC.

(A Wholly-Owned Subsidiary of The Maroon Group, Inc.)

CONSOLIDATED STATEMENTS OF OPERATIONS AND ACCUMULATED DEFICIT
(In Thousands)

(See Note 1 regarding Quasi-Raorganization)

*As reclassified for comparative purposes.

For the years ended
December 31

1977 1976*
(Note 1

Sales:
Single family - Note 6
Mulei-family
Land - Note 6
Sales to affiliates • Notes 5 and 13
Other

Cost of sales:
Single family
MuIti-family
Land
Sales to affiliates • Notes 5 and 13
Other

Costs in excess of sales

Provision for writedowns of inventories

Other (costs) income:
Interest income
Net losses of joint ventures • Note 7
Sales and marketing
General and administrative - Note 13
Interest expense (net of $2,347 capitalized in
1976) - Note 2

Net Loss

Accumulated deficit:
At beginning of year
Adjustment in quasi-reorganization - Note 1
At end of year

$ 1,613
9,879
8,023

11,465
1.032

32.012

1,568
9,580
8,081

11,465
2.443

33.137

(1,125)

$ 14,078
5,848
4,694
2,993
2.266

29.879

13,570
5,864
4,767
2,993
3,770

30.964

(1,085)

(6.034)

(1.125) (7.119)

1,525
(11,622)

(159)
(2,373)

(5.380)

(18.009)

(19,134)

5.418
(1,433)
(1,140)
(6,241)

(9.081)

(12.527)

(19.646)

(33,062)
52.708

19.134) $

See accompanying notes.

F-28 LS 001414

MARGRP CDAdm-1679



LEADERSHIP BOUSING, INC.

(A Wholly-Owned Subsidiary of The Harmon Group, Inc.)

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION
(In Thousands)

(See Not* 1 regarding Ojuasi-R-organization)

For Che years ended
December 31

1977

Financial resources were provided by:
Proceeds from borrowings and parent company advances $ 10,130
Sales of notes receivable and notes receivable secured
by all-inclusive deeds of trust, less underlying
trust deed notes payable 21,083

Transfer of assets to affiliated company 1,941
Decrease in inventories 29,856
Decrease in notes and other receivables
Decrease in other assets
Increase in accounts payable and accrued liabilities
Other resources provided 757
Decrease in cash 1.806

Total provided $ 65.573

Financial resources were applied to:
Net loss from operations $ 19,134
Add (deduct) items not requiring cash:
Depreciation and amortization (51)
Undistributed losses of joint ventures (1,117)
Losses from sale or terminations of joint ventures (10,503)
Amortization of imputed interest (1,486)
Provision for writedowns
Gain on rent guarantee settlement ______

5,977
Reductions of borrowings and parent company advances 15,131
Reductions of borrowings from exchange of assets 25,293
Liabilities assumed by an affiliated company 860
Cancellation of debt by an affiliated company
Increase in preferred stock in an affiliated company
Increase in investments in and advances to affiliated
companies 2,216

Increase in investments in and advances to joint
ventures 2,328

Increase in notes and other receivables 1,946
Decrease in accounts payable and accrued liabilities 1,419
Decrease in deposits on property sold subject to
repurchase 7,244

Decrease in customer deposits 2,765
Other resources used 344
Increase in cash ______

Total applied

1976*

$ 4,968

25,101
15,776
6,125
1,308
1,824
1,171

$ 56^273

$ 19,646

(166)
(1,483)

(6,034)
410

12,373
17,461

18,123
1,478
2,500

2,255

1,420
32

631
$ 56,273

*As reclaasified for comparative purposes.

See accompanying notes.
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LEADERSHIP HOUSING, ISC.

(A Hbolly-Ownad Subsidiary of The Marnon Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31. 1977

NOTE 1 • THE COMPANY

Leadership Housing, Inc. Is * wholly-owned subsidiary of The
Maroon Group, Inc. (Maroon), formerly Cerro-Marnon. which is
Che successor co Cerro Corporation as the result of e merger
on February 24, 1976. Maroon is a majority owned subsidiary
of GL Corporation (GL), which is owned by the Pritzker Family.
Certain members of the Pritzker Family are owners of benefi-
cial interests in trusts (Pritzker Trusts) which are in cer-
tain joint ventures with the Company.

During 1976, the Company changed its manner of operation and
is no longer involved in the construction and sale of single
faaily houses, condominiums and multi-family projects. In
connection wich the change, the Company transferred and sold
« significant amount of assets and liabilities to affiliated
companies as more fully described in Note 5. In addition,
substantially all operating and administrative personnel em-
ployed by the Company became employees of affiliated companies
on January 1, 1977. On February 22, 1977, the Company and its
major bank creditors agreed Co the restructuring of the Company's
debt (Note 9) and the Company and the Pritzker Trust agreed co
cancel each other's rights and obligations in connection wich
che repurchase and ocher related agreements referred co in
Note 13.

In view of the significance of the changes in operation and
financial position, che Company, wich the formal approval of
Marmon as che sole stockholder, effected a quasi-reorganization
of the Company as of December 31, 1976. In the quasi-reorgani-
zation, the Company established a new accounting basis where
appropriate and as more fully described herein for its consoli-
dated assets and liabilities based on their fair values as of
December 31, 1976, received an additional capital contribution
of approximately $4,449,000 of amounts previously due Marmon,
and eliminated the accumulated deficit by charging ic againsc
additional paid-in capital. The restructuring of debt and the
cancellation of agreements subsequent to December 31, 1976 re-
ferred to in che preceding paragraph were considered in estab-
lishing the new accounting basis for the related assets and
liabilities in the quasi-reorganization.
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LEADERSHIP HOUSING, IMC.

(A Wholly-Owned Subsidiary of The Maroon Croup, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1977

NOTE 1 - THE COMPANY. (Continued)

The adjustments in quasi-reorganization are summarized in the
following analysis of changes in additional paid-in capital
for the year ended December 31, 1976 (in thousands):

At end of year prior to quasi-reorganization (no changes
during the year) $41,249

Adjustments ia quasl-reorganization:

Nee writedowns of inventories and property, plant
and equipment (3,266)

Elimination of deferred income 2,804

Net effect of present value adjustment of notes
receivable and notes payable excluding notes
involved in subsequent restructuring of debt 562

Provision for notes receivable, claims and litigation (2,732)

Other, net (133)

Adjustment resulting from subsequent restructuring
of debt (Note 9) 8,276

Increase in inventories resulting from subsequent
cancellation of repurchase obligation (Note 13) 1,499

Capital contribution 4,449

Accumulated deficit as of December 31, 1976, charged
to additional paid-in capital (52.708)

At end of year after quasi-reorganization

The tax benefits of loss carry-forwards arising prior to
the quasi-reorganization, if realized in subsequent years,
will be added to additional paid-in capital (Note 10).
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LEADERSHIP HOUSING, INC.

(A Wholly-Owned Subsidiary of The Harmon Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1977

NOTE 1 - THE COMPANY (Continued)

The following procedures were used by the Company in determining
the fair value of assets and liabilities.

Notes receivable, excluding the notes sold subsequent to December
31, 1976, were' discounted to yield effective interest rates of
eight to ten percent (8-10%), which is considered appropriate for
the Company's notes receivable. Notes receivable sold subsequently
by the Company were adjusted to their sales value (Note 9).

Certain receivables aggregating approximately $1,609,000 were in
litigation as of December 31, 1976 and the collectibility of the
receivables was uncertain at that time. Based on the information
avatlsble, it was probable that losses on these receivables had
been incurred and, in accordance with Accounting Research Bulletin
No. A3, the Company provided for the estimated maximum loss of
$1,494,000 in the quasi-reorganization. The litigation related
to these receivables was settled subsequent to December 31, 1976
and there were no additional provisions for losses required in
1977.

Inventories and golf courses and related facilities were increased
or decreased to their estimated fair values based upon independent
appraisals, contracts and management estimates as of December 31,
1976. In addition, land previously sold with an obligation to
repurchase, which was not recorded as a sale and therefore included
in inventory, was valued at its sales price (which is equivalent
to cash previously received and shown as deposits on property sold
subject to repurchase) since the obligation to repurchase was sub-
sequently cancelled in 1977 (Note 13). Of the combined inventories
and golf courses and related facilities before the quasi-reorgani-
zation, 597. was valued based on appraisals and 257. was based upon
contracts and cancellation of the buy-back agreement, with the
balance determined by management estimates.

The investments in and advances to affiliated companies and the
amount due to parent company were not adjusted due to the nature
of the relationship which exists between such related parties.

The fair value of the investment in two joint ventures was deter-
mined to reasonably approximate the book value as of December 31,
1976 based on independent appraisals. Another joint venture, which
was appraised by an independent appraiser, was not adjusted in that
the Company had no investment and was not required to make any capital
contributions. North Broward Associates, a joint venture in which
the Company had no investment, was in default on its notes payable
and, because of possible alternative courses of action which
the Company was considering, a determination of fair value
was not considered practicable at that time. In 1977, the
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LEADERSHIP HOUSING, IMC.

(A Wholly-Owned Subsidiary of The Harmon Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1977

NOTE 1 • THE COMPANY (Continued)

Company and its partner agreed to terminate the joint venture
and return the property to the respective lenders. As a re-
sult of termination the Company charged a loss of $6,500,000
to operations in 1977 (Note 7).

Notes payable (other than notes payable vith interest rates that
are based upon the prime rate and considered to be stated at
fair value) were discounted to provide for effective annual
interest rates of eight co ten percent (8-107.), which was con-
sidered to be appropriate for the Company's notes payable.

Accrued liabilities were reduced by the subsequent forgiveness
of accrued interest on the bank term loan agreement (Note 9).

As described in Note 13, the Company is involved in pending and
threatened litigation related to existing and potential claims,
the outcome of which is uncertain at this time. Based on the
information available it is probable that losses have been in-
curred and che provision for losses from such claims, recorded
before the quasi-reorganization, has been increased to the esti-
mated maximum loss of $2,150,000 in the quasi-reorganization.

Deferred income which consisted principally of deferred profit
and prepaid interest income was eliminated in the process of
valuing che related assets.

The statement of operations for the year ended December 31, 1976
is not comparable to the statement of operations for the year
ended December 31, 1977 because of the quasi-reorganization as
of December 31, 1976. The major differences in 1977 result from
the change in accounting for interest and other carrying costs
associated with inventories, the rates used to determine interest
income and interest expense, certain litigation expenses, and
cose of sales in 1977 which reflected the new accounting basis
established in the quasi-reorganization.

NOTE 2 - ACCOUNTING PRINCIPLES AND POLICIES

The major accounting principles and policies used by the Company
are described below.

Principles of Consolidation
The consolidated financial statements include the accounts of the
Company and its subsidiaries, all of which are wholly-owned. All
material intercompany balances and transactions have been eliminated.
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LEADERSHIP HOUSING, INC.

(A Wholly-Owned Subsidiary of Tht Maroon Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1977

NOTE 2 - ACCOUNTING PRINCIPLES AND POLICIES (Continued)

Recognition of Revenue
Sale* of single family houses and condominiums are recorded when
escrow closes, tide has passed Co che buyer and cash has been
received for substantially the full sales price. At that time,
land costs, allocated site development and construction costs
are relieved from inventory and charged to cost of sales along
with a provision for sales commissions and estimated warranty
costs. Customer down payments and payments of specified amounts
at certain stages of construction prior to closing are recorded
as customer deposits.

Sales of developed and undeveloped land are recorded at the time
escrow closes and the Company has received the required cash
down payment and all other conditions necessary for profit re-
cognition have been satisfied.

Multi-family projects were sold to investors subject to physical
construction and minimum cash flow guarantees. Sales and pro-
fits are recorded when the required cash down payment has been
received and all other conditions necessary for profit recog-
nition have been satisfied. Where minimum cash flow guarantees
exisc, a sale is not recorded until the project achieves a cash
flow sufficient to provide for all operating expenses and guarantee
requirements or the guarantee period terminates. For projects re-
corded as sold, the Company provides for estimated losses related to
the guarantee period.

Sales of land which the Company is obligated to repurchase are
considered financing arrangements and are not recorded as sales,
and cash received from the buyer is recorded as deposits on
property sold subject to repurchase. Costs of land and improvements
applicable to such sales are retained in inventories and the re-
lated notes receivable are not recorded. Interest received on the
unrecorded notes is recorded as additional deposits on property
sold subject to repurchase.

Other Sales and Cost of Sales
Other sales and cost of sales include operations, such as country
clubs, which do not fall within the principal product lines and
certain production-related costs expensed currently which cannot
be practicably allocated to specific product lines.
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LEADERSHIP tCUSING, INC.

(A Wholly-Owned Subsidiary of The Harmon Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1977

NOTE 2 . ACCOUNTING PRINCIPLES AND POLICIES (Continued)

Inventories
Inventories ere cerried et the basis established at December 31,
1976 (Note 1) or market (net realisable value), whichever is lover.
The estimated net realizable value of inventories is the anti-
cipated future sales value of the property based on disposition
in the normal course of business, reduced by carrying costs such
as real estate taxes, debt service requirements for each property,
if any, and the estimated effect of any other circumstances which
may affect net realizable value including management plans for the
property. Due to the large acreege of certain land holdings, dis-
position in the normal course of business may extend over a number
of years.

Land development costs have been allocated on an average cost
basis end construction is at specific cost. Single and multi-
family inventory cose of sales consist of land, land improve-
ments, construction costs and other capitalizable costs. Land
and improvements applicable to single family construction and
multi-family projects were transferred to such inventory captions
when construction commenced.

The cost of properties included in inventories as a result of
foreclosure by the Company includes the unpaid balance of the
note receivable and accrued interest plus the balance of any
related notes payable to be assumed by the Company at completion
of the foreclosure action. Such properties are included in
inventories when the note receivable secured only by real escace
is in default, the Company has determined that payments will not
be received, and legal action co recover the property has been
instituted.

Golf Courses and Related Facilities (Notes 1 and 8)
Cost of additions and major improvements are capitalized and
expenditures for maintenance and repairs are expensed. When
property or equipment is retired or sold, any profit or loss
on the transaction is recognized.

Depreciation is provided on the straight-line method based on
estimated useful lives as indicated below:

Years
Buildings and structures 25

Machinery and equipment 4

Furniture and fixtures •'' 6
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LEADERSHIP HOUSING, INC.

(A Wholly-Owned Subsidiary of The Harmon Group, lac.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1977

NOTE 2 - ACCOUNTING PRINCIPLES AND POLICIES (Continued)

Change fri Accounting Principles
Due eo the •ignifieeat reduction in the housing operations of
the Company as more fully described in Note 1, effective
January 1, 1977, the Company elected to expense interest and
real estate taxes associated with inventories, principally
land.

The Company believes that the expensing of such interest and
taxes will result in a nore. appropriate measurement of Income
and expense in 1977 and future years. Had the Company followed
this policy for the year ended December 31, 1976, there would
have been no material impact on the results of operations for
chat year.

The cumulative effect of this change as normally required by
the Accounting Principles Board Opinion No. 20 is not appro-
priate in view of the quasi-reorganization as of December 31,
1976 in which the components of inventory were not carried for-
ward in the new basis.

NOTE 3 - RECEIVABLES

Notes and other receivables at December 31, 1977 and 1976 con-
sist of the following (in thousands):

1977 1976

Notes (effective rates of 87. to 107.)

First trust deeds $ 1,547

Second trust deeds 1,679

Other 184

3,410 15,696
Other receivables (including $84,000

and $358,000 due from Pritzker
Trusts*) less allowance for uncol-
lectibility of $425,000 and
$346,000, respectively 1.305 1.877

S 4.715 $17.573

*The beneficiaries of the Pritzker Trusts are members of the Pritzker Family,
including Mr. J. A. Pritzker (Chairman of the Board of Directors of Harmon)
and Mr. R. A. Pritzker (President of Marmon). The Pritzker Family is also
the beneficial owner of 1007. of the outstanding common shares of Harmon.
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LEADERSHIP HOUSING, INC.

(A Wholly-Owned Subsidiary of The Maroon Croup, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1977

NOTE 3 - RECEIVABLES (Continued)

The notes receivable above are net of imputed interest. The
face value of total notes receivable at December 31, 1977
and 1976 was (in thousands) $3,436 and $16,317, respectively.
The stated interest rates ranged from 77. to 10% or prime plus 21.

Notes receivable secured by all-inclusive deeds of trust
less underlying trust deed notes payable are summarized as
follows (in thousands):

1976

Receivables $ 4,634 $ 44,164

Peyables - Note 9

Net

As described in Note 9, during 1977 the Company sold certain
notes receivable.

First trust deed notes receivable arise from the sales of land
and recreational facilities and mature from the date of sale
within 10 years for land and 30 years for recreational facilities.
Such receivables are secured by the related land and recreational
facilities.

Second trust deeds arise primarily from the sales of single
family residences and sales of land. Receivables due from
single family home sales, which are subordinated to first trust
deeds held by financial institutions are due in monthly install-
ments of principal and interest for periods averaging nine years.

Notes receivable secured by all-inclusive deeds of trust less under-
lying trust deed notes payable are due in annual installments of
up to 30 years.

Notes and other receivables (including notes receivable secured
by all-inclusive deeds of trust less underlying trust deed notes
payable) mature by their terms in varying installments. The net
amount due within one year at December 31, 1977 is $2,196,000.
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LEADERSHIP BOUSING, INC.

(A Wholly •Owned Subsidiary of The Harmon Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1977

NOTE 3 • RECEIVABLES (Continued)

Ac December 31, 1977 and 1976, there are unrecorded notes re-
ceivable aggregating $3,251,000 and $10,908,000 ($2,980,000
and $2,980,000 from Pritzker Trusts), respectively, which re-
sulted from sales of land and sales of multi-family projects
which have not satisfied all conditions for sales and income
recognition. There are no recorded inventory costs at
December 31, 1977 relating Co the receivables from the Pritzker
Trusts (Note 13).

NOTE 4 - INVENTORIES

Inventories at December 31, 1977 and 1976 consist of the fol-
lowing (in thousands):

1977 1976

Land and improvement costs $36,963 $47,736

Completed single family homes 1,819

Multi-family projects 10,020

Land sold subject to repurchase from
Pritzker Trusts - Note 13 7.244

S36.963 ^66,819

As of December 31, 1977, substantially all of the inventory of
real estate WAS pledged as security for notes payable.

It is the present plan and intention of Harmon to continue its
financial support of the Company to the extent necessary to
achieve the orderly disposition of the Company's remaining
inventories in the normal course of business.
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LEADERSHIP HOUSING, INC.

(A Wholly-Owned Subsidiary of Tha Harmon Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1977

NOTE 5 • INVESTMENT IN AND ADVANCES TO AFFILIATED COMPANIES

The investment in and advances to affiliated companies at December 31,
1977 and 1976 consist of the following (in thousands):

1977 1976
Investment in preferred stock of The
Housing Group $ 2,000 $ 2,500

Note receivable at 87., and accounts
receivable from The Housing Group 431

Accounts receivable from The Communities
Group 1,386 505

Accounts payable (bearing interest at 107.)
to The Communities Group, secured by 107.
note receivable (799)

Notes receivable from The Communities Group
at 87., secured by real estate 3.453 1.750

The Housing Group
In connection with the decision to significantly change the operations
of the Company (Note 1), effective April 1, 1976 the Company transferred
certain assets and liabilities to The Housing Group, a newly formed
wholly-owned subsidiary of Harmon. The assets transferred were prin-
cipally the Company's single family inventories of land, construction
in progress and finished homes located in California and the related
debt. The assets of $25,101,000 and liabilities of $18,123,000 were
transferred at their book value to The Housing Group. In consider-
ation for the transfer of the assets the Company received $2,500,000
of preferred stock Series A, $1.00 par value, a note receivable of
$3,000,000 (subsequently collected) and the cancellation of certain
intercompany debt of $1,478,000. The sales and cost of sales related
to the Company's single family operations in California for the three
months ended March 31, 1976 (the period prior to the transfer) includ-
ed in the statements of operations are as follows: sales - $3,316,000
and cost of sales - $3,024,000.
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LEADERSHIP HOUSING, INC.

(A Wholly-Owned Subsidiary of The Harmon Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1977

NOTE 5 - INVESTMENT IN AND ADVANCES TO AFFILIATED COMPANIES (Continued)

The Series A preferred stock provides for 11 dividends, non-
cumilitive and preference in liquidation to the extent of the
par value plus declared and unpaid dividends. Commencing
vith the year ending December 31, 1977 a sinking fund must be
established to be used to redeem shares annually. The Housing
Group is required to contribute to the sinking fund an amount
approximately equal to fifty percent (50%) of its net income.
In the event that the required dividends or sinking fund pay-
ments are not made, the Company becomes entitled to elect a
majority of the Board of Directors of The Housing Group. During
1977, The Housing Group redeemed $500,000 of the preferred stock
and paid $14,000 in dividends.

During 1977, The Housing Group paid $874,000 for certain notes
receivable held by the Company net of guarantees and other obli-
gations associated vith the receivables. The Company's net
carrying value was $1,081,000 and a loss of approximately
$207,000 on the sale is included in the statement of operations.
The purchase price was paid $437,000 in cash and a one-year 87.
note for $437,000.

The Communities Group
During 1976, GL Corporation formed The Communities Group, Inc.
of Broward County (The Communities Group) for the purpose of
purchasing land from the Company for the construction of housing
projects. As of December 31, 1977 and 1976, the Company has sold
to The Communities Group approximately $4.221,000 and $2,243,000,
respectively, of land subject to existing indebtedness of ap-
proximately $928,000 and $333,000 for which the Company received
approximately $3,293,000 and $1,750,000 of notes secured by the
real estate, subject to future subordination, and unsecured re-
ceivables of approximately $160,000 in 1976. These properties
were sold to The Communities Group at the Company's book value
and are included in sales and cost of sales.

NOTE 6 - SALES TO FORMER OFFICERS

During 1977, the Company sold land and houses under construction
totaling $2,529,000 to HLR, Inc. The properties were sold at
the Company's book value and are included in sales and cost of
aales. At the time of this transaction the two stockholders of
HLR were then the Chairman of the Board and President of the Com-
pany. The stockholders of HLR resigned their positions vith the
Company concurrent vith the sale. The property was sold at the
Company's carrying value and no profit or loss was recorded. HLR
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LEADERSHIP HOUSING, INC.

(A Wholly-Owned Subsidiary of The Manaon Croup, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1977

NOTE 6 • SALES TO FORMER OFFICERS (Continued)
assumed the existing nonrecourse debt of $1,833,000 and issued a
note secured by the related real estate for the balance of the
purchase price. The note is due April 30, 1980, bears interest
at 107. and provides for releases at a 257. premium. The Company
has agreed to subordinate up to $300,000 of the note at any one
time to new financing secured by HLR. At December 31, 1977, approx-
imately $268,000 of the subordination had been utilized and pay-
ments totaling approximately $600,000 had been received by the
Company. The Company does not participate in the management of
HLR. The Company is entitled to receive additional amounts, if
any, from the ultimate disposition of these properties by HLR.

The Company also sold certain other properties to other former
officers of the Company and a subsidiary for $1,833,000 resulting
in a net gain of $33,000.

NOTE 7 - INVESTMENT IN AND ADVANCES TO JOINT VENTURES AND EQUITY IN NET
LOSSES OF JOINT VENTURES

The net losses of joint ventures for the years ended December 31,
1977 and 1976 vere as follows (in thousands):

Years Ended
December 31

1977 . 1976

Loss from operations $ 1,118 , $ 1,483

Losses from sale or termination:

Boca Del Mar Associates and Boca Del
Mar Golf and Tennis Club (Boca) 4,004

North Broward Associates 6.500
$ 11.622 $ 1.483

The investment in and advances to joint ventures at December 31,
1977 and 1976 consist of the following (in thousands):

1977 1976*

Investment - Continuing $ 1,456 $ 973
- Terminated 3,612 4,515

Notes receivable 4,142 4,247

Provision to reduce investment and notes
to amount realized upon sale (4,004)

Note payable, due through 1979 " (986)

*As reclassified for comparative purposes.
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1
LEADERSHIP HOUSING, IMC.

(A Wholly-Owned Subsidiary of The Mannon Group, Inc. )

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1977

NOTE 7 - INVESTMENT IN AND ADVANCES TO JOINT VENTURES AND EQUITY IN NET
LOSSES OF JOINT VENTURES (Continued)

The two Boca joint ventures were formed to develop and sell property
in Boca Raton, Florida and to operate the related golf and tennis
facilities. Prior to January 1, 1976, the Company's participation
was 507. of profits (not losses) for approximately 407. of the un-
sold property. The Company's participation in the golf and tennis
joint venture was 507. of profits and losses. Effective January 1,
1976, the joint venture agreement was amended whereby the Company
will be allocated all losses until such time as the Company and
its partner have an equal interest in cumulative profits.

In December 1977, the Company and its Boca partner agreed to a
plan whereby the Company's joint venture interest would be pur-
chased and the Company's note receivable would be paid by the
joint venture. In February 1978, the Company received $3,750,000
for its note receivable and its interest in profits and losses
as of December 31, 1977. Accordingly, a provision for the loss
on this transaction of 34,004,000 has been included in the con-
solidated statement of operations for the year ended December 31,
1977.

The note payable to the Boca joint venture in the amount of $986,000
as of December 31, 1977, which is related to the purchase of land
by the Company in prior years, is due in annual installments of
principal and interest through 1979 and is secured only by the
property purchased.

North Brovard Associates is a joint venture between the Company and
a Pritzkar Trust formed co develop and sell approximately 4,300
acres of land in Brovard County, Florid*. At December 31, 1976, al-
though the Company had no investment in this Joint venture other
its 50% of profits and losses in accordance with the joint ven-
ture agreement, it was contingently liable to lenders for approximately
$18,200,000 of notes payable by the joint venture which were in
default and actions for foreclosures and deficiency judgements
had been filed by the note holders. As a result of the foreclo-
sure actions, negotiations with the note holders and joint
valuation by the partners, a decision was made by the Company
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LEADERSHIP HOUSING, INC.

(A Wholly-Owned Subsidiary of The Marmon Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1977

NOTE 7 - INVESTMENT IN AND ADVANCES TO JOINT VENTURES AND EQUITY IN NET
LOSSES OF JOINT VENTURES (Continued)

and its partner during 1977 to terminate the Joint venture and return
the properties to the note holders. Ac December 31, 1977, all of the
property securing the $13,200,000 of notes payable by the joint ven-
ture and for which the Company was contingently liable has been re-
turned to the note holders. Additional consideration given Co Che
note holders was furnished by the Company's partner. Other notes
payable in addition co the $18,200,000 and secured only by the re-
maining land of the joint venture will be cancelled and the land
returned to the note holders in 1978. Accordingly, a provision of
$6,500,000 for 507. of Che estimated loss relating co this joint
venture has been included in losses of joint ventures in the consol-
idated statement of operations for Che year ended December 31, 1977
and the liability is included in due to co-venturer on the balance
sheet.

Section Seven Associates is a joint venture between che Company and
a Pritzker Trust formed co develop and sell approximately 250 acres
of land in Broward County, Florida. At December 31, 1977 and 1976,
the Company had no investment in this Joint venture. The Company
is contingently liable to lenders for approximately $490,000 of
notes payable by the joint venture. There have been no sales as of
December 31, 1977, no notes payable are in defaulc and chere are no
plans co terminate the joint venture.
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LEADERSHIP HOUSING, INC.

(A Wholly-Owned Subsidiary of The Mannon Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1977

NOTE 7 - INVESTMENT IN AND ADVANCES TO JOINT VENTURES AND EQUITY IN NET
LOSSES OF JOINT VENTURES (Continued)

A condensed balance sheec at December 31, 1977 and 1976 for the
continuing joint ventures (Section Seven Associates and a shop-
ping center venture) follows (in thousands):

1977 1976*

Cash

Land inventories and shopping center

Liabilities

Notes and mortgages payable

Accrued liabilities and accounts
payable

Equity

Leadership Housing, Inc.

Joint venture partners

*As reclassified for comparative purposes.

$ 19

7.065

1,456

1.751

3.207

$ 7̂ 084

6.530

S 7.084 S 6.530

$ 3,395

482

3.877

$ 3,861

227

4.088

973

1.469

2.442

$ 6,530

The Accounting policies and principles followed by the con-
tinuing joint ventures insofar as they relate to revenue and
profit recognition are the same as those being followed by the
Company except that one venture, in which the Company has no
investment, continues to capitalize carrying costs to land
inventories.
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LEADERSHIP HOUSING, INC.

(A Wholly-Owned Subsidiary of The Mamon Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1977

NOTE 8 - GOLF COURSES AND RELATED FACILITIES

Ac December 31, 1977 and 1976, the major classifications of golf
courses and related facilities are as follows (in thousands):

1977 1976
Land under long-term lease to outside
operators $ 457 $ 997

Operating courses 3,928 3,903

Less accumulated depreciation (52) (155)

$ 4.333 $ 4.745

NOTE 9 - NOTES PAYABLE

At December 31, 1977 and 1976, notes payable consist of the
following (in thousands):

1977 1976

Obligations to banks (a) $ 7,461 $39,000

Other:

Notes payable secured by real estate,
payable in installments through
2011 (effective rates of 107. to
prim* plus 47.) 17,733 24,026

Unsecured notes payable in install-
ments through 1982 (10% effective
rate) 1.135 1.671

$26.329 $64.697

The above notes payable are nee of imputed interest. The face
value of total notes payable as of December 31, 1977 and 1976
vaa $29,371 and $68,737, respectively. The stated interest
rates ranged from 6t to prime plus 4%.
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LEADERSHIP HOUSING, INC.

(A Wholly-Owned Subsidiary of The Harmon Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1977

MOTE 9 • NOTES PAYABLE (Continued)

(a) As of December 31, 1976, Che Company had a loan agreement
with a bank acting for itself and as representative for
others. The maxlmim amount allowed by the agreement was
$54,500,000; a $44,500,000 note due to the bank and a
$10,000,000 note due to Harmon; both notes were due
April 1, 1977. The stated interest rate was 1-1/47.
above the bank's alternate base rate (a rate which ap-
proximates the prime rate), two percent (27.) of such in-
terest on the bank's note was payable monthly in cash and
the difference between 2% and 1-1/4% over the bank's al-
ternate base rate was due at maturity. The loan agreement
was principally secured by the assignment of notes, mort-
gage deeds of trust, the Company's interest in its joint
ventures, the Company's rights to cash distributions pur-
suant to certain agreements, and first mortgages on
most of the Company's unencumbered real estate. The loan
agreement also required the maintenance of nHrHmttm tangible
net worth and limitations on the purchase and sale of
certain assets, which, if not met, could be deemed events
of default by the bank.

On February 22, 1977, the Company and the bank agreed Co an
exchange of assets for the cancellation of the loan agree-
ment as of December 31, 1976. The terms of the exchange
were as follows: The Company (1) paid the bank approximately
$22,105,000 in cash, (2) transferred a note receivable from
Harmon secured by a utility system with a principal balance
of approximately $3,188,000 to the bank, (3) issued to the
bank mortgages secured by real estate totaling approximately
$4,474,000 and (4) issued to the bank an unsecured note pay-
able guaranteed by Harmon for $12,000,000 in exchange for the
forgiveness of the outstanding principal, approximately
$42,444,000, and the outstanding interest payable of ap-
proximately $5,078,000. In connection with the exchange, the
Company sold for cash approximately $13,796,000 of notes
receivable, $6,242,000 of equity in certain net trust deeds
receivable to a third party and approximately $1,063,000 of
second trust deeds to The Housing Croup. In addition, Harmon
advanced the Company approximately $1,004,000 to pay the bank.
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LEADERSHIP HOUSING, INC.

(A Wholly-Owned Subsidiary of The Harmon Group, lac.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1977

NOTE 9 - NOTES PAYABLE (Continued)

The gain on the extinguishment of debt included in the quasi*
reorganization (Note 1) is as follows (in thousands):

Interest forgiven $ 5,078

Principal forgiven 678

Imputed interest on new notes payable 2,766

Loss on notes receivable sold (43)

Expenses • (203)
$ 8,276

The $12,000,000 note payable to the bank is due in four
annual installments of $3,000,000, beginning in 1977, and
is non-interest bearing. This note waa discounted at ten
percent (107.) for a total discount of $2,490,000 which will
be recognized as interest expense over the life of the note.

The Company has additional notes payable secured by multi-family
projects (Note 3) which amounts have been deducted from notes re-
ceivable secured by all-inclusive deeds of trust on those projects.
The principal remedy in the event of default, under such notes, is
recourse solely against the property secured thereby through a
trustee's sale under provisions of the deed of trust. In rela-
tively rare instances, the statutory provisions allowing a defi-
ciency judgement to be obtained through judicial processes are
utilized in lieu of the rights under the sale provision of the
deeds of trust. Such judicial processes are rarely used by lenders
inasmuch as they may take several years and are subject to a right
of redemption by the property owner following a judgement.

Note* payable aggregating $8,245,000 were in default at December 31,
1977. Subsequently, defaults of $2,000,000 were cured. Management
is continuing to negotiate with the lenders to resolve the delin-
quencies.

Note* payable mature in varying installments; however, acceleration
of payments may be required to release mortgaged property sold.
Notes payable maturing by their terms are due as follows (in thou-
sands) with $8,245 shown as accelerated in 1978 as a result of
default: 1978 - $13,759; 1979 - $7,776; 1980 - $3,595; 1981 -
$3,267; 1982 - $759; thereafter - $215.
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LEADERSHIP HOUSING, INC.

(A Wholly-Owned Subsidiary of The Maroon Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1977

NOTE 10 - INCOME TAXES

The Company's taxable income (loss) is included in the consolidated
federal income tax return of Harmon. The Company has a tax sharing
agreement with Marmon, which has the following significant provi-
sions: (1) The Company's credit or provision for income taxes for
financial statement and tax purposes is computed as if the Com-
pany were filing separate consolidated tax returns and made such
elections thaC would result in the lowest possible tax liability
to the Company, (2) any payments or refunds based upon the above
computations, under certain circumstances, are subject to a 15Z
reduction, and (3) any refunds resulting from losses generated by
the Company are not refundable to the Company until che losses are
utilized by Marmon for tax purposes. Marmon elections for tax
purposes differ in certain instances from those used by the Company.
At December 31, 1*77, the Company has taxable income of $840,000
for purposes of separate company computations under the tax sharing
agreement.

Investment cax credits are accoutred for on the "flow-through"
method and are not aaterial.

There are timing differences in the reporting of certain items of
income and expense for cax purposes and for financial reporting
purposes. Such timing differences principally consist of: (1) reduc-
tions in the carrying value of inventories of real estate to their
fair value as a result of the quasi-organization described in
Mote 1 (which are deductible for tax purposes upon disposition of
the respective properties); (2) the recognition for tax purposes of
installment sales related to receivables either sold or collected
in 1977, which were deferred in prior periods; (3) carrying charges
related to real estate sold in 1977 which had been deducted for
tax purposes in prior periods.

As a resulc of the quasi-reorganization described in Note 1, the
tax benefits of loss carry-forwards arising prior to the quasi-
reorganization will be added to additional paid-in capital, if
realized in subsequent years. These operating losses expire as
follow* (in thousands):

Expires December 31 Tax Losses

1978 $ 9,260
1979 13,500
1982 2,100
1983 ' 7,100

The above loss carry-forwards are .not available other than by
virtue of the tax sharing agreement with Maroon.
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LEADERSHIP HOUSING, INC.

(A Wholly-Owned Subsidiary of The Harmon Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1977

NOTE 10 - INCOME TAXES (Continued)

The Internal Revenue Service is examining the consolidated income
tax returns of the Company for the years 1970 and 1971, and for
the years 1972 through 1974 in connection with an examination
of Harmon. A number of issues have been raised or tentatively
proposed in both examinations, which if ultimately resolved
against the Company, could significantly reduce the amount of
separate company basis net operating losses. The examination
for the three years ended December 31, 1974 has not been com-
pleted and it is not known whether adjustments to prior deter-
minations under the tax sharing agreement might be necessary.

NOTE 11 - DUE TO PARENT COMPANY

The amounts due to (from) Harmon at December 31, 1977 and 1976
are as follows (in thousands):

1977 1976

Unsecured advances at prime interest
rate plus 1-1/47. to 47. $ 8,872 $ 5,872

Notes payable at prime interest rate
plus 1-1/47. secured under the
terms of the bank revolving
and term loan agreement (Note 9) 5,000 5,000

Note payable to Harmon for parti-
cipation in bank revolving and
term loan agreement (Note 9) 9,898 9,898

Open account, net 3,705 688

Receivable for federal income
taxes (Note 10) (3,421) (3,421)

Notes receivable secured by
utility system (Note 9)

Interest charged by Harmon for Che years ended December 31, 1977
and 1976 amounted to $1,840,000 and .$2,066,000. respectively, of
which $1,840,000 and $1,662,000, respectively, va* expensed in the
consolidated statement of operations.
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1
LEADERSHIP HOUSING, INC.

(A Wholly-Owned Subsidiary of The Harmon Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1977

NOTE 12 - STOCKHOLDERS' EQUITY

The authorized stock of the Company consists of (1) 150,000 shares
Series A preferred stock, $100 par value, $6.25 cumulative dividend
per share of which 116,950 shares have been issued to Harmon, and
(2) 1,000 shares of common stock, no par value, which have been
issued to Harmon.

As of December 31, 1977, no dividends have been declared or paid
and approximately $2,739,000 of cumulative preferred dividends
are in arrears.

NOTE 13 - COMMITMENTS AND CONTINGENCIES

The Company is liable for obligations in the normal course of
business for the improvements of property sold and guarantees
to purchasers of apartment projects.

The Company is involved in pending and threatened litigation
related primarily to prior construction activities, class
actions related to sales, recreation leases and other deed
restrictions, and Florida corporation income taxes. The gross
amount, of Judgements sought by claimants is substantial in
relation to the Company's consolidated financial position at
December 31, 1977; however, while the Company believes, based
on consultation with various legal counsel, that meritorious
defenses exist with respect to such claims, the ultimate ex*
posure cannot be determined. Based on the information avail-
able, the Company provided $115,000 and $2,150,000 for prob-
able losses for the years ended December 31, 1977 and 1976,
respectively (Note 1).

During 1976, the Company subleased certain office space co The
Housing Group in a building in which the Company has a long-
term leas*. As a result, substantially all of the office space
is leased to The Housing Group and independent third parties at
rates which are lower than the Company's lease rate. Accordingly,
the Company provided for the estimated losses to be sustained
over the term of the lease discounted at 10% which resulted in
a charge to operations (general and administrative expenses) of
approximately $900,000 for the year ended December 31, 1976.
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LEADERSHIP ICUSING, INC.

(A Wholly-Owned Subsidiary of The Harmon Group, Inc.)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31, 1977

NOTE 13 - COMMITMENTS AND CONTINGENCIES (Continued)

As described in Note 3, the Company sold lind to the Pritzker
Trusts, which the Company was required to repurchase and had
an option to repurchase additional land at a repurchase price
consisting of the Company's selling price to the Trusts, the
Trusts' development and carrying costs and a specified premium.
In addition, the Company was entitled to 507. of the profits, as
defined, on resale of other land not subject to the repurchase
obligation or option.

On February 22, 1977, the Company and the Trusts agreed to can-
cel each others' rights and obligations in connection with
the repurchase and other related agreements described in the
preceding paragraph. Under the terms of the cancellation
agreement, the purchase money second mortgage was modified
with respect to payment terms such that the ultimate col-
lectibility cannot be determined and therefore the mortgage
note receivable has not been recorded on the books of the
Company. The gain associated with the cancellation agreement
was given effect to in the quasi-reorganisation at December 31,
1976 and the sale and cost of sale of $7,244,000 was reflected
in the statement of operations for the year ended December 31,
1977.

LS 001437
F-51

MARGRP CDAdm-1702



«

s
c
s
3

S
*
a
Cl
t
ba.

V
ac
5P
u[i
a
C

I
a

•5
H
(.
te
a

£

|

i

H

E
A
3

•O

O»

i
p»
f^
a«

H^«
ac
u

uKI
Q

a
w

0»
at

2
M

P

£

*cUt "
u ta
S 3

;*
Mi "

1 •
"o „ u
«l §

\l
Su

^J
a, I31

1 -'•3] S 2
Ul ^ u

U V
a —

1 "o

1•
i

i "i 1- j ^
31 |

* ?*
3 ill
«4 — V ~O • Jl O
ul •

uo
w
J

<l «
J ^

•J <4«

2i °

z

^^

i

<NI

£|

w "11 110 ° .
• • bt

± 55^ j» «• _
• « <M •

•S > • * ! > * ! * *rJ ^4 P.I «< O «*
9N • *I • . "*3 s •-: -1 8f-:£

W • fc« M •

. ^ , -2|-w a -- w u a
a •» a • — •9 fr 3 *• fr<*
! J §55
^ 4

S"
M

«•e
«•
•

1
&

^
b

i
<w
o
b

•tj

<̂M
IM

O

s
to

£

S

3
•
«4

0
U
*l

U
k>
•

5
r»
r»»
9>
P«

»*

1

4
«

ti
w
•
w
•
•u
•w
a

•P4

•b

•

P4

»**

00
rn

^I
CO

F-52

MARGRP CDAdm-1703



c

1
a
3

f.
Sa.
at

i

u

2

i

g
2

e

_
«*

g

s
s
a
a
Ma
S
en

§
M

jj

£

fc

0̂
u

1

i
p
e

>-

b

5

e
o

1

b

.2

1

i

u.-•
0
u

A

3o

•s-
||l
X •

.a

• i
S ?7
ar 5
M — «r
• 3

i!?
3-i

—
*
u ^
S B

•

3

1

a
u

"

|
M

—

3

u ^
e

• —14

o
w

4*4

O

1
M

e
Of

O
41
U

3
b

a

o

|

21e

j
M

b5

i
«c
o

^M

•
3

^

a
b

a

o

p» e
"rt rt

m

-

M O <M 3
IO » <M <T<

« « 5s c. c

4f^

s
«x

r» « M i-
41 0

«.

f» « 04 «
9« •» 04 t*

.

o>

^ » — o
•* *•' 2 2*^ <4 e

C

«V

3
«^ <A î  rt
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LEADERSHIP HOUSING. INC.

SCHEDULE XVI - SUPPLEMENTARY INFORMATION TO STATEMENTS OF OPERATIONS

FOR THE YEARS ENDED DECEMBER 31. 1977 and 1976

(5 In Thousands)

Year ended December 31

1977 1976

Col. A

Property taxes $551 $420

Other taxes excluding income taxes 97 139

Advertising 45 310

Maintenance and repairs 123 306

Rents, net of sublease revenues
of $95 and $271, respectively (1) 101 258

Depreciation of property, plant
and equipment 51 166

(1) These amounts reflect only rent charged to the statement of operations.
In 1976, as part of the quasi-reorganization, the Company provided for
estimated losses to be sustained over the term of certain leases (Note 13).
Rental expenditures (in thousands) of $227, less sublease revenues of $187
are not included in the above table, but were charged against the estimated
provision for losses in 1977.
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Kenneth Levenrhal & Company
Certified Public Accountants

660 Newport Center Drive
Newport Beach. California 95660
(714) 640-5000

la Angela Stn Francisco Newport Beech. California
New York Greec Neck.New York San Juan. Puerto Xi
Washington.D.C Columbuj.Ohio Miami Dallas

Board of Directors
The Housing Group

We have examined the consolidated balance sheets of The Housing Croup as of December 31,
1977 and 1976, and the related consolidated statements of income, stockholders' equity
and changes in financial position for the year ended December 31, 1977 and the nine
months ended December 31, 1976. Our examinations were made in accordance with
generally accepted auditing standards and, accordingly, included such tests of the
accounting records and such other auditing procedures as we considered necessary in
the circumstances.

In our opinion, the financial statements referred to above present fairly the con-
solidated financial position of The Housing Group as of December 31, 1977 and 1976
and the consolidated results of its operations and the changes in its consolidated
financial position for the year ended December 31, 1977 and the nine months ended
December 31, 1976, in conformity with generally accepted accounting principles applied
on a consistent basis.

February 10, 1978
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1C Kenneth Leventhal & Company
Certified Public Account»nti

1401 Brickell Avenue
Mia mi, Florida 33131
(3C5) 358-57J3

Board of Directors
The Communities Group, Inc.
Ft. Lauderdale, Florida

of Brovard County

We have examined the consolidating balance sheet of The Communities
Group, Inc. of Broward County as of December 31, 1976 and the related
consolidating statements of income and changes in financial position for
the three months then ended. Our examination was made in accordance
with generally accepted auditing standards and, accordingly, included
such tests of the accounting records and such other auditing procedures
as we considered necessary in the circumstances.

In our opinion, the financial statements referred to above, present
fairly the consolidated financial position of The Communities Group, Inc.
of Broward County as of December 31, 1976 and the consolidated results of
its operations and changes in its financial position for the three months
then ended in conformity with generally accepted accounting principles.
It is also our opinion that the financial statements present fairly the
separate financial position of each component company as of December 31,
1976, and the separate results of operations and changes in financial
position for the respective periods since inception in conformity with
generally accepted accounting principles.

X

March 2, 1977
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ARTHUR ANDERSEN & Co.
PUBLIC ACCOUNTANTS

MIAMI, FLORIDA

To the Partners of
Boca Del Mar Associates and
Boca Del Mar Golf and Tennis Club:

We have examined the combined balance sheet of Boca Del
Mar Associates (a partnership) and Boca Del Mar Golf and Tennis
Club (a partnership) as of December 31, 1976, and the related
combined statements of operations, partners' equity and sources
and uses of cash for the year then ended. Our examination was made
in accordance with generally accepted auditing standards, and
accordingly included such tests of the accounting records and such
other auditing procedures as we considered necessary in the circum-
stances.

In our opinion, the financial statements referred to above
(not separately presented herein) present fairly the combined financial
position of Boca Del Mar Associates and Boca Del Mar Golf and Tennis
Club as of December 31, 1976, and the results of their operations and
sources and uses of cash for the year then ended, in conformity with
generally accepted accounting principles applied on a basis consistent
with that of the preceding year.

Miami, Florida,
January 21, 1977.
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TheMarmonGroup, Lie.
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To our Shareholders:

1977 was the first full year of operations for the The Marmon Group, Inc., which was formed
in late February 1976 by the combination of Cerro Corporation and The Marmon Group, Inc.
(Michigan).

The accompanying consolidated statement of income for 1976 includes twelve months of
operations of The Marmon Group, Inc. (Michigan) but only ten months of operations of the former
Cerro Corporation businesses. The statement for 1977 includes the results of operations for eleven
months of the former Hammond Corporation businesses, which were acquired by The Marmon
Group, Inc. in late January 1977. It also includes the real estate subsidiaries' loss, which in 1976
was charged to a reserve established at the time of the combination with Cerro.

The Company's sales totaled $1,168,706,000 in 1977, and net income was $48,685,000. In 1976,
sales and net income were $828,218,000 and $42,759,000, respectively. Significant factors affecting
1977 results, in addition to the inclusion of Hammond and the real estate subsidiaries' loss, were
adverse effects on coal mining operations from unusual charges resulting from terminating certain
employment contracts and related agreements, and the write-off of certain mine development costs
considered to be unrecoverable. These adverse effects were more than offset by major improve-
ments in operating profits in the Company's pipe and tubing, metal products and automotive
products operations.

No revenues from the discontinued trucking operations have been included in sales for either
year. This business was sold in August 1977 at a gain.

Prior year income tax returns of Cerro are still being examined by the Internal Revenue Service.
We continue to believe that no significant additional income tax liability will result from these
examinations. However, because of the complexities of the matters Involved, we are continuing
to follow the conservative practice of deferring in our balance sheet, as "Deferred credit from
acquisition", all amounts realized from the future income tax benefits available from Cerro until
these matters are resolved.

Substantially all of the litigation matters referred to in the Notes to Consolidated Financial
Statements (Note 16) and the Report of Certified Public Accountants relate to activities of Cerro
before the combination with Marmon.

This was another good year for The Marmon Group, Inc. It was made possible by the
contributions of a great many Marmon employees, new and old, to whom we express our gratitude.

Jay A, Pritzker Robert A, Pritzker
Chairman ol tfie Board Pnsidmt

MARGRP CDAdm-1713



GENERAL INFORMATION

5tock Information
Safes prices on the American Stock Exchange and dividends paid on Marmon's $2 25 Cumulative

Series A Preferred Stock during 1977 and 1976 (since February 24,1976) are as follows:

1977

Sales Prices:

High

Low

Dividends ...

1976

Sales Prices:

High

Low

Dividends ...

ftf
Quarry

2nd
Qutrttf Ouvtv

4th
Qutrttf

$23.88

22.50

$.5625

$23.63

23.25

$.5625

$24.50

21.75

$.5625

$23.25

21.63

$.5625

$20.38

18.88

$.2227

$21.50

19.25

$.5625

$22.25

20.00

$.5625

$23.63

21.50

$.5625

Stock transfer agent
and registrar
Irving Trust Company
One Wall Street
New York, New York 10015
212/487-5742

Auditors
Arthur Young & Company
One IBM Plaza
Chicago, Illinois 60611
312/751-3000

Annual shareholders' meeting
The annual meeting of The Marrnon Group,

Inc. wlH be held at 10:30 a.m. on June 2,1978,
at the Hyatt Regency Chicago, 151 East
Wackar Drive, Chicago, Illinois 60601.

Form 10-K
A copy of the Annual Report to the Securi-

ties and Exchange Commission on Form 10-K
may be obtained from the Company at no
expense to the shareholder. Direct your re-
quest to:

Mr. Thomas L Seifert, Secretary
The Marmon Group, Inc.
39 South LaSalle Street
Chicago, Illinois 60603

BUSINESS DESCRIPTION

On June 3, 1977, the name of the corporation was changed from Cerro-Marmon Corporation
(Cerro-Marmon) to The Marmon Group, Inc. (Marmon). Cerro-Marmon was the successor through
a February 24, 1978 business combination involving Cerro Corporation (Cerro) and The Marmon
Group, Inc. (Michigan) (TMG). Pursuant thereto, GL Corporation (GL), a Delaware corporation,
exchanged all of the outstanding shares of capital stock of TMG for all of the common shares of
Marmon.

Marmon's operations are engaged principally In the United States in the manufacture of pipe
and tubing, metal products, wire and cable, automotive products, apparel accessories and mining
equipment Marmon's operations are also engaged in metalrtrading, coal mining and the holding
of real estate for sale. See page 26 for a more extensive description of these activities and the 1977
sales and operating profit of each.

2 LS 001449
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REPORT OF CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors and Shareholders
Marmon Group, Inc.

We have examined the consolidated balance sheets of The Marmon Group, Inc. (Marmon)
te 1) at December 31, 1977 and 1976, and the related consolidated statements of income, share-

polders' equity and changes in financial position for the years then ended. Our examinations were
made in accordance with generally accepted auditing standards and, accordingly, included such
tests of the accounting records and such other auditing procedures as we considered necessary
in the circumstances. We have received the reports of other independent accountants on their
examinations of the 1977 and 1976 consolidated financial statements of the major real estate sub-
sidiary (Leadership) and of the 1976 consolidated financial statements of the trucking subsidiary
wfiich was sold in 1977. Our opinion expressed herein on the consolidated financial statements
of Marmon, insofar as it relates to amounts included in such consolidated financial statements that
were derived from the 1977 and 1976 consolidated financial statements of Leadership and the 1976
consolidated financial statements of the trucking subsidiary, is based solely on the reports of the
other independent accountants.

The reports of other independent accountants referred to above on the consolidated financial
statements of Leadership are qualified as to the effects of such adjustments, if any, as might have
been required had the outcome of certain specified uncertainties been known. Two of the significant
uncertainties have been substantially resolved and the financial statement effect has been reflected
in 1977 as described in Note 8 to the consolidated financial statements. The remaining significant
uncertainties are discussed in the fourth paragraph of Note 16 to the consolidated financial
statements.

The allocation of Marmon's purchase cost of Cerro Corporation (Cairo) to the net assets
acquired, as reflected in the consolidated balance sheets at December 31, 1977 and 1976, and the
related effects reflected in the consolidated statement of income for 1977 and 1976, are subject to
retroactive revision to reflect the outcome of certain federal income tax matters relating to Cerro as
discussed in Note 3 to the consolidated financial statements. The outcome of these income tax
matters and, therefore, the effects of such retroactive revisions as will be required cannot be deter-
mined at this time.

Matters relating to significant pending and threatened litigation and product liability claims
involving Marmon or certain of its subsidiaries, including Leadership, are discussed in Note 16 to
the consolidated financial statements. The outcome of these matters and the ultimate effects, if any,
on Marmon's consolidated financial statements cannot be determined at this time. In our report
dated April 22, 1977, our opinion on the 1976 consolidated financial statements contained no refer-
ence to the matters referred to in this paragraph that were then existing. Additional pending and
threatened litigation arose in 1977, a major portion of which relates to events occurring prior to 1977,
as to which the outcome cannot be determined at this time. Accordingly, our present opinion on the
1976 consolidated financiaJ statements as presented herein includes a qualification as to these
matters.

In our opinion, based on our examinations and the reports of other independent accountants,
and subject to the effects on the consolidated financial statements of (1) such retroactive revisions
of the consolidated financial statements as will be required to reflect the outcome of the matters
referred to In the second preceding paragraph, and (2) the effects, if any, of the outcome of the
matters referred to In the preceding paragraph, the statements of Marmon mentioned in the first
paragraph present fairly the consolidated financial position of The Marmon Group, Inc. at December
31, 1977 and 1976, and the consolidated results of operations and changes in financial position for
the years then ended, in conformity with generally accepted accounting principles applied on a
consistent basis during the period.

ARTHUR YOUNG & COMPANY
Chicago, Illinois
March 31,1978 LS 001450
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THE MARMON GROUP, INC.

CONSOLIDATED BALANCE SHEET

(In thousands of dollan)

ASSETS

1977 1978
(Notn 1,2 tmi 3)

current assets

Cash $ 3,800 $ 3,610

Short term investments (Note 5) 72,452 58,243

Marketable securities 4,449 12,939

Receivables

Trade accounts, less allowances of $3,342 In 1977 and $2,629 In 1976 117,060 97,997

Notes due from Chile (Note 6) 4,386 5,473

Refundable Income taxes (Note 15) 4,597

Affiliates, principally trade accounts 4,952 630

Other 8,298 8,355

inventories (Note 7) 272,303 202,120

Other current assets 7.972 7.138

Total current assets 495,672 401,102

Investments In and advances to

Trucking subsidiary (Note 2(c)) 17,009

Real estate subsidiaries (Note 8) 19.299 20,035

Other (Note 9) 8,363 7,650

Notes due from Chile (Note 6) 389 3,064

Property, plant and equipment, less accumulated depreciation and deple-
tion of $42,460 In 1977 and $32,141 in 1976 (Note 10) 111,162 100,092

Other assets 9.891 8.564

$644.776 $557,516

S«« Notes to Consolidated Financial Statements.
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THE MARMON GROUP, INC.

CONSOLIDATED BALANCE SHEET

(In thousands of dollars)

LIABILITIES AND SHAREHOLDERS' EQUITY

1977 1978

,. .„. . 1, 2 tut 3)
Current liabilities

Notes payable (Note 11)

Banks $81,336 $39,480

Affiliates 3,000

Long-term debt due within one year (Note 11) 13,826 10,458

Current obligations under capital leases (Note 12) 1,678 1,342

Accounts payable (Note 5) 54,704 96,822

Income taxes (Note 15) 25,428 21,475

Accrued liabilities (Note 13) 44.832 33,531

Total current liabilities 221,802 206,108

Long-term debt (Note 11) 65,979 75,702

Long-term obligations under capital leases (Note 12) 25,240 21,737

Deferred credit from acquisition (Note 3) 34,894 11,454

Other non-current amounts 14,451 15,418

Contingencies and litigation (Notes 3,14,15 and 16)

Shareholders' equity (Notes 11 and 17)

Preferred stock, $1 par value; 10,000,000 shares authorized, 4,259,057
shares Issued and outstanding; liquidation preference and mandatory
redemption value of $93,699 90,295 89,248

Common stock, $1 par value; 10,000,000 shares authorized, 5,000,000
shares issued and outstanding 5,000 5,000

Other peld-ln capital 26,452 10.241

Retained earnings 160,663 122.608

Total shareholders' equity 282.410 227,097

S644.776 $557,516

See Notes to Consolidated Financial Statements.
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THE MARMON GROUP, INC.

CONSOLIDATED STATEMENT OP INCOME

(In thousands ol dollars)

Otctmtir 31.
1977 1979

Revenues
Net sales

Miscellaneous—net

(NotM 1, 3 «/rrf 3;

$1,168,706

19,106

Costs and expenses

Cost of sales

Selling and administrative (Note 18)

Interest • •

Equity In loss of real estate subsidiaries (Note 8)

Income before amounts shown below

Income taxes (Note 15)

Income before equity In net income of Cerro and discontinued operations

Equity In net income from continuing operations of Cerro (Note 2(a)) ..

Income from continuing operations

Discontinued operations (Note 2(c)>

Income from operations, less income taxes of S822 in 1977 and $1,501
In 1876

Gain on disposal, less income taxes of $2.397

45,382

1,440

1,863

3,303

$828,218

10,927

1,187,812 839,145

979,769

97,147

17,049

9,515
1,103,480

84,332

38,950

45,382

703,515

58,455

11,342

773,312

65,833

28,050

37,783

1,436

39,219

3,540

3.540

Net Income S 48,685 $ 42.759

Note* to Consolidated Financial Statements.
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THE MARMON GROUP, INC.

CONSOUDATEO STATEMENT OF SHAREHOLDERS' EQUITY

Year* Ended December 31,1977 and. 1978

(In thousands of dollars)

Co/TWTTO/t

Stock
(Not» 17)

$ 1

4,999

Stock
(Not* 17)

Balance at December 31, 1975 $

Excess of par value of Marmon
common stock issued to GL over
par value of TMG common stock

Value of preferred stock issued to
Cerro shareholders (Note 2(a)) 88.375

Contribution by GL

Elimination of TMG deferred in-
come taxes applicable to its
equity In undistributed net in-
come of Cerro

Preferred dividends paid (Note 17)

Accrual of mandatory redemption
value of preferred stock (Note
17) 873

Net Income

Balance at December 31,1976

Contribution by GL (Note 2(b)) ..

Preferred dividends paid (Note 17)

Accrual of mandatory redemption
value of preferred stock (Note
17) 1,047

Net Income

Balance at December 31,1977 $90,295 $5.000

89,248 5,000

(4.999)

2,338

877

Othtr
Pfid-ln Strnlngt
Ctptttl (Noli 11)

$12.027 $ 88,858 $100,886

(8,136)

(1.047)
48,685

88.375

2,336

877
(8,136)

10,241

18,211

(873)

42,759

122,608

(9,583)

42J59

227,097

16,211

(9,583)

48,685

$26,452 $160,663 $282,410

See Notes to Consolidated Financial Statements.
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THE MARMON GROUP. INC.

CONSOLIDATED STATEMENT OF CHANGES IN FINANCIAL POSITION

(In thousands of dollars)
Yttrs Endtd
0*c»mb«r 37.

1977 tare
Sources of working capital

Income from continuing operations $ 45,382 $ 39,219
Charges (credits) not involving working capital

Provision in lieu of income taxes 15,221 6,030
Depreciation, depletion and amortization 13,624 9^460
Equity in loss of real estate subsidiaries 9,515
Deferred income taxes (2,529) 1,473
Other—net 190 17

Total from continuing operations 81,403 56,199
Income from discontinued operations 3,303 3,540
Charges (credits) not involving working capital

Provision in lieu of income taxes 3,094 1,367
Equity in undistributed net income (1,277) (2.886)

Total from discontinued operations 5,120 2,021
Total from operations 86,523 58.220
Merger of Hammond in 1977 and Cerro in 1976

Preferred stock issued 88,375
Marmon's basis in 45.33% of Cerro 80,028
Basis of Hammond at date of acquisition 33,822

Less cash paid for outstanding common and preferred stock of
Hammond (17,611)

Capital contribution of 48% of Hammond common stock 16,211
Long-term obligations assumed 2,553 84,104
Other—net 372 18,248

19.136 270.755
Cost assigned to non-current assets

Trucking subsidiary (14,444)
Real estate subsidiaries (14,944)
Notes due from Chile (15,087)
Property, plant and equipment—net (3,820) (59,438)
Other non-current assets (2,109) (4,507)

(5,929) (108.420)
Total from mergers 13.207 162.335

Reduction in long-term portion of notes due from Chile 3.535 12,669
Carrying value of trucking subsidiary sold 18,340
Long-term borrowing*—debt 1,029 4,369

—obligations under capital leases 3,117 3,791
Sales of investments 1.369
Disposition of property, plant and equipment 7,201 3,764
Other-net 2.606 (966)

Total sources 135.556 245.551
Dispositions of working capital

Purchase of property, plant and equipment 28,075 17.657
Reduction in long-term obligations—debt 11,733 75,509

—obligations under capital leases . 1,444 1,004
Preferred dividends paid 9.583 8,136 ^
Additional investment in and advances to real estate subsidiaries?—net 5,847 5.09T jo
Investment in Southern Peru Copper Corporation 5,450 «

Total dispositions 56,682 112.847 o

Increase in working capital $ 78,876 S132.704 ^
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THE MARMON GROUP, INC.

CONSOUDATED STATEMENT OF CHANGES IN FINANCIAL POSITION—(Continued)

(In thousands ol dollars)

Yttn
D»ctmt*r 31.

1977

Change* in Elements of Working Capital

Increase in current assets
Cash, short-term investments and marketable securities
Receivables
Inventories
Other current assets

(Increase) decrease in current liabilities
Notes payable to banks
Notes payable to affiliates
Long-term debt due within one year
Current obligations under capital leases
Accounts payable
Income taxes
Accrued liabilities

Increase in working capital

5.909
17,644
70.183

834
94,570

(41,856)
3,000

(3,368)
(336)

42,118
(3,951)

(11,301)
(15.694)

S 78,876

See Notes to Consolidated Financial Statements.

1970

$ 72,676
74,830

151,339
5.371

304,216

(37,480)
(3,000)
(6,336)

(578)
(81,515)
(19,683)
(22.920)

(171.512)
$132,704

LS 001456

MARGRP CDAdm-1721



THE MARMON GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

December 31,1977 and 1976

(Tabular amounts are in thousands of dollars)

1. Organization and Baals of the Financial Statements

Pursuant to a vote of shareholders on June 3, 1977, the name of the corporation was changed
from Cerro-Marmon Corporation to The Marmon Group, Inc. (Marmon).

Marmon, incorporated on November 25, 197S, was inactive until February 24, 1976. On that
date (1) Marmon issued all of its common shares to GL Corporation (GL) for all of the outstanding
common shares of The Marmon Group, Inc. (Michigan) (TMG), in a transaction accounted for as
if it was a pooling of interests, (2) Marmon became obligated to issue preferred stock to holders
of Cerro Corporation (Cerro) common stock, other than TMG, on a share-for-share basis and (3)
Cerro was merged into Marmon in a transaction accounted for as a purchase. Cerro common stock
owned by TMG, representing 45.33% of the Cerro common stock outstanding, was cancelled. As a
result of the above described transactions, GL owns 100% of the outstanding Marmon common
stock, which represents approximately 82% of the total voting interest in Marmon, and TMG is a
wholly-owned subsidiary of Marmon.

The consolidated financial statements for periods prior to February 25, 1976 consist of the
consolidated financial statements of TMG (Marmon's accounting predecessor company) and all
subsidiaries, with TMG's 45.33% interest in Cerro accounted for on an equity basis. Commencing
February 25, 1976, the consolidated financial statements consist of the financial statements of
Marmon and all significant subsidiaries except the wholly-owned real estate subsidiaries (Note 8)
and the trucking subsidiary which was sold (Note 2(c)).

2. Change* In business

(a) Acquisition of Cerro
Effective August 1, 1974, TMG acquired a 45.33% equity interest in Cerro at a total cost of

$67,846,000. On February 24, 1976, Cerro was merged into Marmon (Note 1). Pursuant thereto, the
former common shareholders of Cerro, other than TMG, became entitled to receive one. share of
Marmon $2.25 Cumulative Preferred Stock (Note 17) for each share of Cerro common stock.
Accordingly, the holders of a total of 4,324,970 common shares of Cerro were entitled to receive
a like number of preferred shares. Of this number of shares, shareholders owning 65,913 shares
have received or will receive cash for their shares, for which provision has been made in the con-
solidated financial statements.

The above described transactions have been accounted for as a purchase of Cerro by Marmon.
Accordingly, the net assets of the businesses formerly conducted by Cerro are included in the
consolidated balance sheet of Marmon at amounts determined after giving effect to an allocation
of Marmon's purchase cost to such net assets.

The allocation* of purchase cost to Cerro.'s net assets were made as of August 1, 1974 as to
the 45.33% interest In Cerro acquired as of that date and as of February 24,1978 as to the 54.87%
interest In Cerro acquired as of that date. Marmon's basis in Cerro's net assets at February 24,1976
was $167,000,000 less than the amount of such net assets in Cerro's balance sheet The effect of the
purchase cost allocations was to significantly reduce the amounts at which Cerro's net assets are
included In the Marmon consolidated balance sheet from amounts previously reflected in Cerro's
historical consolidated balance sheet Reductions were made principally to investments (including
the investment in the real estate subsidiaries), property, plant and equipment, intangible assets and
the asset included in the Cerro balance sheet for future income tax benefit The purchase cost
allocation and the effect thereof on results of operations discussed below are subject to retroactive
revision to reflect the resolution of certain specific matters as discussed In Note 3.

The purchase cost allocations had the effect of significantly increasing the amount reflected
by TMG as its equity in the net income of Cerro prior to February 25, 1976 and the net income of
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THE MARMON GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS— (Continued)

Marmon subsequent thereto. This effect results principally from (1) reductions in depreciation
and amortization of property, plant and equipment and intangible assets, (2) larger gains or lesser
losses from dispositions of assets and (3) elimination of net losses from the real estate operations
through December 31,1976, as discussed in the following paragraph.

For purposes of determining TMG's equity in Cerro's net income prior to February 25, 1976
and Marmon's results of operations from February 25, 1976 to December 31, 1976, the net losses
of the nonconsolidated real estate subsidiaries were charged to a reserve established therefore in
connection with the purchase cost allocations because significant uncertainties precluded an alloca-
tion of purchase cost to the net assets of these subsidiaries at the dates of purchase. As discussed
more fully in Note 8, various of the uncertainties as to the real estate operations were substantially
resolved and a purchase cost allocation was made as of December 31, 1976; therefore, the results
of operations of the real estate subsidiaries have been reflected in consolidated net income begin-
ning January 1,1977.

Had the merger of Cerro into Marmon been consummated on January 1, 1976, the unaudited
pro forma revenues from continuing operations and net income for the year ended December 31,
1976 would have been $921,323,000 and $45,210,000, respectively. These pro forma amounts consist
of the historical amounts applicable to TMG and Cerro for the period January 1, 1976 to February
24, 1976, adjusted on a pro forma basis to give effect to the adjustments resulting from the merger
of Cerro Into Marmon, and the reported amounts applicable to Marmon for the period subsequent
to the merger date. As noted above, no amounts are included for the real estate subsidiaries.

(b) Acquisition of Hammond Corporation (Hammond)

Prior to January 26, 1977 GL owned approximately 48% of Hammond's outstanding common
stock, acquired principally In 1973 and 1974. GL's carrying value of this investment at January 26,
1977, consisting of the cost to GL plus GL's equity in the undistributed net Income of Hammond
subsequent to dates of acquisition, was $16,211,000. On January 26, 1977, GL contributed its shares
of Hammond to the capital of Marmon. Thereafter, Marmon acquired, through a cash merger, all of
the remaining outstanding common and preferred stock of Hammond for $17,611,000.

The cash merger transaction was accounted for by Marmon as a purchase. Accordingly, the
net assets of the businesses formerly conducted by Hammond included in the consolidated balance
sheet of Marmon were adjusted to reflect an allocation of purchase cost to Hammond's net assets.
Marmon's basis in Hammond's net assets at January 26, 1977 was approximately $5,600,000 less
than the carrying value of such net assets in Hammond's balance sheet; this difference was allocated
principally to reduce property, plant and equipment.

Had the acquisition of Hammond taken place on January 1, 1976, Marmon's 1976 unaudited pro
forma revenues and net income, after giving effect to an allocation of Marmon's purchase cost of
Hammond, would have increased $126,300.000 and $5,500,000, respectively. Mention's pro forma
net sales and not Income for 1977 would not have been materially different than the historical
amounts reported.

On December 31,1977 Hammond Corporation changed its name to Marmon Company.

(c) Salt of Trucking Subsidiary
On August 8, 1977 Marmon sold its majority-owned trucking subsidiary to ICX Incorporated,

a corporation formed by certain employees of the trucking subsidiary, for $22,600,000 in cash, a
$5,400,000 subordinated note which bears interest at prime plus 4V4% per annum and an 18.9%
common stock interest in ICX Incorporated (diluted to 18.0% at December 31,1977). The $4,260,000
gain, before income twos, recognized on the sale is based on the cash proceeds. Any gain repre-
sented by the notes and stock will be reflected as related amounts are realized in cash. Marmon's
equity in ICX's net assets applicable to Marmon's common stock interest was $1,055,000 at December
31,1977.

11 LS 001458

MARGRP CDAdm-1723



THE MARMON GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

Net revenues of the trucking subsidiary excluded from consolidated revenues were $50 986 000
for the period January 1, 1977 through August 8, 1977 and $71,126,000 for the period February'24
1976 through December 31,1976.

3. Uncertainties Relating to Deferred Credit from Acquisition
Significant uncertainties relating to Cerro's real estate subsidiaries and federal income tax

position existed at the date of Cerro's acquisition by Marmbn.

As discussed in Note 8, several significant uncertainties relating to the real estate subsidiaries
("Leadership") were substantially resolved as of December 31, 1976 and a further remaining un-
certainty, relating to a joint venture in which Leadership participates, was resolved in 1977. The
latter resolution resulted in a provision of $6,476,000 by Leadership for the estimated loss, which
amount has been included, together with certain other adjustments of the purchase cost allocation
to the real estate subsidiaries, in "Deferred credit from acquisition" in the accompanying consoli-
dated balance sheet.

Matters relating to Cerro's prior year federal income tax position are discussed in Note 15. The
outcome of these matters and the resulting effects on Marmon's consolidated financial statements
cannot be determined at this time. Marmon has realized substantially all of the potential future
income tax benefits that became available to Marmon as a result of the acquisition of Cerro. These
realized benefits have been included in the "Deferred credit from acquisition" in the Marmon con-
solidated balance sheet and no amortization of the deferred credit has been included in income.
Marmon intends to continue this accounting treatment until the matters relating to Cerro's prior year
income tax position are substantially resolved. Upon resolution, the amount of Marmon's purchase
cost of Cerro that was allocated to the property, plant and equipment acquired will be retroactively
revised. Further, depreciation and depletion will be retroactively adjusted to reflect the effects of
such revision and any deferred credit will be retroactively amortized. The retroactive adjustments
required will not have a material effect on consolidated working capital or shareholders' equity at
December 31, 1977 or 1976; further, any adjustments of consolidated net income are expected to
be less than 10% of reported consolidated net income in each of the years then ended.

Changes in the "Deferred credit from acquisition" during 1977 are summarized as follows:

Balance at December 31, 1978 $11,454
Income tax benefits from utilization by Marmon of prior year

losses of Cerro (equal to the provision in lieu of income
taxes) 18,315

Income tax benefits from utilization by GL of prior year capital
losses of Cerro 998

Adjustments of purchase cost allocated to net assets of the
real estate subsidiaries (Note 8) 4,127

Balance at December 31, 1977 $34,894

4. Summary of Significant Accounting Policies
(A) Consolidation Policy

The consolidated financial statements include the accounts of all significant subsidiaries
except the real estate subsidiaries which are accounted for on the equity basis commencing

'January 1, 1977 (Note 8) and the trucking subsidiary, which was sold in August 1977 (Note
2(c)). See Note 1 for the basis of the consolidated financial statements. All material inter-
company balances and transactions have been eliminated.

(B) Inventories
Inventories, other than metals trading inventories, are valued at the lower of cost or market

The cost of 41% and 32% of the total of such inventories at December 31, 1977 and 1978, re-
spectively, is determined under the last-in, first-out (LIFO) method and the cost of the remaining
inventories represents current cost (standard, average or first-in. first-out). Additional inven-
tories were valued under the LIFO method in 1977 (Note 7).
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THE MARMON GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS— (Coittlnutd)

Metals trading inventories and open positions (outstanding futures contracts, unfulfilled
physical purchase and sale commitments and related foreign currency commitments) are valued
at market and the resultant gain or loss is reflected in results of operations.

It is the present intention of management to extend the LIFO method of accounting to cer-
tain additional inventories in 1978 or future years.

(C) Investments
Investments in marketable securities are carried at cost which approximates market.

The investment in Cerro was accounted for by TMG on the equity method through February
24, 1976. TMG's equity in Cerro's reported net income was adjusted to reflect the effects of
the differences between cost and its equity in the net assets of Cerro at August 1, 1974, the
date of acquisition by TMG of its 45.33% interest in Cerro.

Other investments, including investments in affiliated companies, principally Southern Peru
Copper Corporation (SPCC) (Note 9), a 20.7% owned affiliate (21.0% at December 31, 1976),
are carried at cost or less. Income is recognized only upon receipt of dividends. The cost
method is used for the investment in SPCC because it is domiciled in a country with significant
foreign exchange restrictions. The other affiliates are not significant.

(D) Property. Plant and Equipment
Property, plant and equipment are recorded at cost, less accumulated depreciation,

depletion and amortization. Gain or loss on disposals is included in earnings. Maintenance
and repairs are expensed; renewals and betterments are capitalized. Depreciation Is based
on the estimated service lives of the assets using primarily accelerated methods. Depletion of
mining properties is based on the units-of-production method.

(E) Income Taxes
Deferred taxes are provided to account for the differences for accounting and tax purposes

in the timing of the recognition of certain income and expense items. These differences
relate primarily to allowances for losses and accrued expenses and certain metals trading and
real estate activities.

Investment tax credits are accounted for as reductions of the provision for federal income
taxes as such credits are earned.

(F) Retirement Plans
Pension costs, actuarially determined and generally funded as accrued, consist of current

service costs, interest on unfunded past service liabilities and amortization of prior service
costs over periods not exceeding 40 years. Profit sharing plan costs are recorded in amounts
approved by the Board of Directors.

3. Short Term InvMtiMnts
In December 1978 Marmon entered into arrangements for the delivery of copper in January 1977.

Approximately $50,000,000 was received in 1976 as advance payments for these sales. For financial
statement purposes, these copper sales were not reflected as sales until the copper was delivered.
The cash received as advance payments was temporarily invested and included in "Short term
investments" in the December 31, 1976 consolidated balance sheet; the liability for the cost of the
copper to be delivered was included in "Accounts payable". See Note 15 for the income tax treat-
ment of these advance payments. There were no comparable arrangements at the end of 1977.

Short term investments consist of time deposits, certificates of deposit and, in 1977, $62,000,000
invested in promissory notes of a bank holding company. The notes are redeemable at Marmon's
option over a period not in excess of ninety days.

6. NotM Due from Chile
In connection with the 1971 expropriation of a Chilean mining company, formerly 70% owned

by Cerro, the Government of Chile issued 9.165% notes, payable $2,700,000 semi-annually to
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THE MARMON GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

March 1, 1979, including interest, which are exempt from Chilean taxes and guaranteed by the
Central Bank of Chile. An agency of the United States government has guaranteed partial payment
of the principal amount of the notes.

7. Inventories

1977 J978

Manufacturing inventories and supplies $175,554 5129,370
Metals trading inventories 84,889 63,326
Coal inventories and supplies 11,860 9,424

S272.303 S202.120

Inventories valued under the UFO method were approximately $35,000,000 less than the current
costs of such inventories at December 31, 1977 ($27,000,000 at December 31, 1976). The LIFO
method was extended to additional inventories in 1977. This change in method reduced 1977 con-
solidated net income by approximately $1,000,000. The classification of manufacturing inventories by
stage of production is not available from the accounting records.

8. Investment In Real Estate Subsidiaries

The nonconsolidated real estate subsidiaries consist of Leadership Housing, Inc. (Leadership)
and The Housing Group (Housing Group) and their subsidiaries. Housing Group was formed
during 1976 by the transfer of certain assets from Leadership. Amounts included in Marmon's con-
solidated balance sheets at December 31, 1977 and 1976 relating to the real estate subsidiaries
consist of the following:

1977 1979

Advances $25,340 $19,493
Investment (6.041) 542

Total $19,299 $20,035

The investment amounts reflect the effects of the allocation of the purchase cost of Cerro to
the real estate subsidiaries and, as a result, differ from shareholder's equity in the subsidiaries'
balance sheets.

No amounts applicable to the real estate subsidiaries were included in Marmon's consoli-
dated results of operations for the year ended December 31, 1976 as the loss incurred by these
subsidiaries was charged to a reserve established for such purposes by the initial purchase cost
allocations. This reserve waa established because significant uncertainties relating to the real
estate subsidiaries precluded an allocation of purchase cost to the real estate assets at the dates
of acquisition of Cerro. Several of these uncertainties were substantially resolved by the modifi-
cation of agreements and restructuring of debt obligations concluded in February 1977, the re-
ductions in Inventories and the restructuring of the activities of the real estate subsidiaries, and
the general Improvement in the market in the various areas in which the real estate operations are
conducted. The above described events permitted a quasl-reorganizatlon of Leadership as of
December 31, 1976. at which date its assets were revalued to reflect fair values. These
revised asset values were used as the basis for the purchase cost allocation to the real estate
assets and to Marmon's investment in the real estate subsidiaries. Commencing January 1, 1977,
Marmon has reflected Its equity in the operating results of the real estate subsidiaries in the
consolidated financial statements. In the second quarter of .1977, uncertainties related to a joint
venture in which Leadership participates were substantially resolved (see C of this note). The major
remaining uncertainty involves pending and threatened litigation involving Leadership (see Note 16).

For the year ended December 31, 1976, the real estate subsidiaries reported a loss before
income taxes of $18,336,000 on sales of $56,836,000. This loss, which is based on the historical
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THE MARMON GROUP, INC.

NOTES TO CONSOUDATEO FINANCIAL STATEMENTS—(Continued)

financial statements of the real estate subsidiaries before giving any effect to purchase cost alloca-
tions, was charged to the reserve therefore as discussed above.

A condensed combined statement of operations of the real estate subsidiaries, after giving
effect to the quasi-reorganization and debt restructuring which were reflected as of December 31,
1976, and after giving effect to adjustments resulting from the purchase cost allocations, for the year
ended December 31, 1977 follows:

Sales $57,357
Interest and other revenue 2,505
Cost and expenses

Cost of sales (53,058)
Selling and administrative (4,520)
Interest (6,654)
Loss relating to joint ventures (5.145)

Loss before income taxes $ 9,515

The above combined statement and the Marmon consolidated statement of income for 1977 do
not include (1) non-recurring credits of $8,603,000 from realization of certain assets, (2) a credit of
$2,000,000 from the reversal of an accrued liability and (3) a loss of $6,476,000 on the termination
of a joint venture (see C of this note). These amounts have been credited or charged to the "Deferred
credit from acquisition" in the Marmon consolidated balance sheet as they represent adjustments of
the 1976 purchase cost allocation to the real estate subsidiaries' net assets. No income tax benefits
have been reflected in the above combined statement as no amounts are due from Marmon under
terms of the tax sharing arrangements between Marmon and the real estate subsidiaries. However,
the reduction in Marmon's income taxes applicable to the real estate subsidiaries' loss has been
reflected in Marmon's provision for income taxes in the 1977 consolidated statement of income.

The above combined statement includes a loss of $4,004,000 on the sale of an interest In a joint
venture (see C of this note), $1,840,000 of interest expense on certain advances from Marmon, and
sales of $7,244,000 to certain Pritzker Trusts (the Pritzker family, through trusts and other entities,
owns all of the outstanding capital stock of GL); $4,221,000 to Communities Group Inc. of Broward
County (Communities), a subsidiary of GL; and $4,362,000 to former officers of Leadership. The
properties were sold at Leadership's book values and no profit or loss was recorded.

Condensed combined balance sheets of the real estate subsidiaries after giving effect in 1976 to
the above-mentioned quasi-reorganization of Leadership and modification of certain agreements and
restructuring of debt obligations completed in 1977, and after reflecting the purchase cost adjust-
ments to the real estate subsidiaries' net assets, follows:

Dtcnmbtr 31,
Assets

Cash
Receivables
Inventories (A)

Land and improvements 39,672 53,460
Developments completed or In progress 7,722 18,348

Investment in joint ventures
Contlnulng(B) 1.458 973
In process of termlnatlon(C) 3,750 1,565

Property and equipment—net 2,256 2,204
Other assets(D) *.523 3.241

71,648 92,531
Liabilities (excluding amounts due Marmon)

Notes payable(E) .•:. 33,718 54,250
Due to joint venture partner(C) 6,658
Accounts payable and accrued liabilities 11.971 18.246

52.347 72.496

Marmon's equity and advances $19.299 $20,035
•Reclassified for comparative purposes.
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THE MARMON GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

(A) Inventories
Inventories are carried at the lower of cost or estimated net realizable value. The estimated

net realizable values have been determined based on dispositions in the normal course of
business under existing and anticipated market conditions. Interest and real estate taxes asso-
ciated with inventories are expensed as incurred.

(B) Continuing Joint Ventures
The underlying assets of the continuing joint ventures, consisting principally of land and a

shopping center, total $7,084,000 and the liabilities, consisting principally of notes and mortgages
payable, total $3,877,000 at December 31.1977.

One of the two continuing joint ventures is with a Pritzker Trust. This venture, which pro-
vides for Leadership's participation in 50% of the profits and losses, was formed to develop and
sell approximately 250 acres of land in Broward County, Florida. This venture has not made any
sales. Leadership Is contingently liable to creditors of this venture for approximately $490,000
of notes payable.

The other joint venture, with an unrelated party, provides for Leadership's 50% participation
In the ownership and operation of a shopping center.

(C) Joint Ventures In Process of Termination
At December 31,1976 Leadership was contingently liable to creditors of a joint venture with

a Pritzker Trust for approximately $13,200,000 relating to notes payable by the venture which
were in default and as to which actions for foreclosures had been filed by certain noteholders.
As a result of the foreclosure actions, negotiations with the noteholders and a joint valuation
by the partners, a decision was made by Leadership and Its partner during 1977 to terminate
the venture and return the properties to the noteholders. At December 31, 1977 the properties
securing the $18,200,000 of notes payable by the venture have been returned to the noteholders.
Additional consideration given to the noteholders was furnished by the venture partner. Other
notes payable, in addition to the $18,200,000, secured only by the remaining land of the venture
will be cancelled and the land returned to the noteholders in 1978. A provision of $6,476,000
was made in 1977 for 50% of the estimated loss relating to this venture.

Leadership's interest in another joint venture with an unrelated party was sold to the
partner in February 1978. At that time, Leadership received $3,750,000 for its interest and a
provision of $4,004,000 was made in 1977 for the loss on this transaction.

(D) Other Assets
Other assets include $4,040,000 and $2.255,000 at December 31, 1977 and 1976, respec-

tively, due from Communities. During 1977 and 1976, Leadership sold land to Communities
for $4,221,000 and $2,243,000, respectively, at book value. The land was subject to existing
indebtedness of $928,000 and $333,000 at December 31,1977 and 1976, respectively. Leadership
received $3,293,000 in 1977 and $1,750,000 in 1976 of notes secured by the real estate, subject
to future subordination, and unsecured receivables of $160,000 In 1976.

(E) Notes Pay able
Notes payable, after giving effect in 1976 to a February 22, 1977 exchange of assets by

Leadership for the cancellation of a bank loan agreement, are as follows:
Otevnhtr 31,

inr 1979
Note payable to bank, unsecured, non-interest bearing, due $3,000,000

annually * '•481 » 9.510
Notes, secured, interest from 7% to prime plus 4%, due in installments 7,020 7,690
Other, substantially all secured, discounted to provide effective Inter-

est rates of 8% to prime plus 4%, due in installments 19,237 37.050
$33.718 $54,250
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THE MARMON GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued)

The unsecured note (face amount of $9,000,000 at December 31, 1977, which has been
discounted to reflect a 10% interest rate) is guaranteed by Marmon.

A Master Loan Agreement with a bank imposes certain restrictions on Housing Group,
including restrictions on the payment of dividends and redemption of stock.

Maturities of the notes payable in the calendar years 1978-1982 are $19,992,000 (including
$8,245,000 accelerated as a result of the default discussed below) in 1978, $8,483,000 in 1979,
$3,597,000 in 1980, $3,270,000 in 1981 and $884,000 in 1982; however, acceleration of maturities
may be required to release mortgaged property sold. Notes payable aggregating $8,245,000
were in default at December 31, 1977. Defaults of $2,000,000 were subsequently cured, and
Leadership is continuing to negotiate with the lenders to resolve the remaining delinquencies.

(F) Other Matters
In connection with a 1972 sale of land to the Pritzker Trusts, Leadership was required to

repurchase certain portions of such land and had an option to purchase another portion. The
repurchase price was Leadership's sales price, the Trusts' development and carrying costs
and a specific premium. In February 1977, Leadership and the Trusts agreed to cancel each
others' rights and obligations in connection with the repurchase and other related agreements.
Under terms of the cancellation agreement, a purchase money second mortgage held by
Leadership was modified with respect to payment terms, such that the ultimate collectibility
cannot be determined and, therefore, the mortgage note receivable of $2,980,000 has not been
reflected in the balance sheet of Leadership.

Leadership is no longer involved in the construction and sale of single family houses,
condominiums or multi-family projects. Leadership's future activities will be limited principally
to the sale of land presently owned.

During 1977 Leadership sold land and houses under construction totaling $2,529,000 to
HLR, Inc. The two stockholders of HLR were then the Chairman of the Board and President
of Leadership. These officers resigned their positions with Leadership concurrent with the sale.
The property was sold at Leadership's carrying value and no profit or loss was recorded. HLR
assumed the existing nonrecourse debt of $1,833,000 and issued a note secured by the related
real estate for the balance of the purchase price. The note, due April 30, 1980, bears interest
at 10%, and provides for releases at a 25% premium. Leadership has agreed to subordinate
up to $300,000 of the note at any one time to new financing secured by HLR. At December 31,
1977 approximately $268,000 of the subordination had been utilized and payments totaling ap-
proximately $600,000 had been received by Leadership. Leadership does not participate in the
management of HLR but Is entitled to receive additional amounts, if any, from the ultimate dis-
position of the properties by HLR.

9. Investments Other
Other Investments consist of: °*ctmfl*f37'

1977

Southern Peru Copper Corporation $5,450
Miscellaneous 2,913

$8,363

Southern Peru Copper Corporation (SPCC)
Although management believes the investment in SPCC has value, no portion of Mention's pur-

chase cost of Cerro was assigned to the investment in SPCC as an appropriate basis for assigning
such cost was not readily available. An allocation of a portion of- the purchase cost to the invest-
ment in SPCC would not have materially affected the consolidated financial statements of Marmon.
The amount shown for the investment in SPCC represents amounts invested in SPCC after February
24,1976.

SPCC has not paid dividends since 1972. Marmon's 20.7% equity (21.0% In 1976) in SPCC's
net income was $551,000 and $1,756,000 for 1977 and 1978, respectively, and Marmon's equity in
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SPCC's net assets was $58,848,000 at December 31. 1977, based upon unaudited amounts reported
by SPCC.

Pursuant to Peruvian law, the mining community, made up of SPCC's employees, will acquire
increasing participation in the profits and ownership (eventually to 50%) of the mining enterprises
in which they are employed.

Investments Sold in 1976
During 1976, Marmon sold (1) its investment in a 71.25% owned subsidiary in Greece. (2) the

assets of a wholly-owned domestic fluorspar mining company and (3) its 24% interest in Northwest
Iron Co., Ltd. The gain from these sales, less operating losses to dates of sale, of $948,000 is
included in "Revenues—miscellaneous" in the 1976 consolidated statement of income.

10. Property, Plant and Equipment

Property, plant and equipment are summarized below:
D«ctmt>«r 31,

1977 1979

Cost:
Land
Buildings and improvements
Machinery and equipment ..
Mining properties
Utility plant
Construction in progress ...

Less accumulated depreciation and depletion

$ 4,147 $ 3,779
33,974 31,562
78,515 64,158
20457 20,264
6,893 6,198
9.836 6,272

153,622 132,233
42.460 32.141

$111,162 $100.092

11. Debt

(A) The following table summarizes long-term debt:
Sttt»d
MfWMf

rate Out

Notes to institutions (a) 6%-6%%
Notes to corporatlons(b) 9%%
Notes to indlvlduals(c) 5%
Subordinated debentures(d) 7%
Subordinated notes 12%
Other 5*

Less current portion

1978-1987
1978-1987
1978-1980
1978-1990
1978-1981
1978-1990

1970

(a) Discounted to an effective Interest rate of 9%.

(b) Secured by certain coal mining properties.

(c) To be paid as cash Is generated by certain coal mining operations, with payments estimated
to be made annually in approximately equal amounts. Discounted to an effective interest rate
of 9%%.

(d) Convertible into common stock of Marmon's subsidiary (The RegO Group, Inc.) ("RegO") at
$10.67 per share and redeemable at RegO's option at prices slightly above par. The amount
shown has been discounted to an effective interest rate of 10%.

Scheduled maturities of the long-term debt in the calendar years 1979-1982 are $11,661,000
in 1979, $11,471,000 in 1980, $7,676,000 in 1981 and $8,210.000 in 1982.
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The various debt agreements impose certain restrictions on Marmon and certain subsidiaries
(including TMG), including restrictions on the payment of cash dividends and the purchase of capital
stock. Pursuant to the most restrictive provisions of the agreements, Marmon could not pay dividends
on or purchase common stock at December 31,1977. However, under the agreements approximately
$77,odo,000 was available for the payment of dividends on and redemption of preferred stock at
that date.

(B) Notes payable to banks at December 31, 1977 consists primarily of short-term banker's
acceptances due through March 31, 1978. Substantially all of the metals trading inventories are
pledged as collateral for these borrowings (Note 7).

A subsidiary has domestic and foreign credit lines in the amount of $144,500,000 ($65,650,000
unused at December 31, 1977). These lines of credit are informal and may be withdrawn at any
time at the option of the bank. Certain of the lines of credit require no compensating balances
while others have compensating balance requirements ranging from 10% to 20% of average out-
standing loans. Compensating balances were not material at December 31, 1977. All of these lines
of credit restrict dividend payments and stock purchases by the subsidiary.

Certain other subsidiaries have an informal domestic line of credit in the amount of $7,000,000
($4,470,000 unused at December 31, 1977) and informal foreign lines of credit in the amount of
$1,065,000 (all unused at December 31, 1977). The domestic line of credit requires no compen-
sating balances while the foreign lines of credit have compensating balance requirements of 10%.

The daily weighted average short-term bank borrowings during 1977 and 1976 were $59,787,000
and $14,080,000, respectively. The maximum amounts of aggregate short-term bank borrowings out-
standing at any month end were $81,336,000 and $39,480,000 in 1977 and 1976, respectively. The
weighted average interest rates at December 31, 1977 and for the year then ended were 7.10% and
8.43%, respectively. The comparable rates for 1976 were 8.26% and 7.39%, respectively.

12. Leasing Arrangements

A. The following properties under capital leases are included in property, plant and equipment:
Dtcamtar 31.

1977 1079

Land S 282
Buildings and improvements 15,083
Machinery and equipment 12.211

27,576
Less accumulated amortization 10,785

$16.791 $15,571

Minimum future obligations under capital leases in effect at December 31, 1977 follow:
fttr Ending tbcwmbtr 31,
1978 $ 3,479
1979 3,394
1980 3,360
1981 3,603
1982 2.844
Later years 23.184

39,864
Less amount representing interest 12,946
Present value of total minimum capital lease payments $26,918

The above amounts do not include licenses, taxes, insurance and maintenance costs which
Marmon is required to pay.

B. Future minimum rental payments due under various noncancelable operating leases having
an initial term of more than one year as of December 31, 1977 follow:
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Ytv Ending Duetmbtr 31,
197» $ 3,038

2,539
2,063

Later years 7,890

Minimum future sublease rentals of $5,973,000 have not been deducted from the above operating
lease data. Rental expense included in the consolidated statement of income for all operating leases,
exclusive of rental expense of the discontinued operations, follows:

Yttn Emte*

ion
Minimum rentals $6,670
Contingent rentals 1,625
Less sublease rentals (786)

$7.509 $5.246

13. Accrued Liabilities
Accrued liabilities consist of the following: o«ctm6* n.

Compensation $10,581
Pension and profit sharing 7,352
Insurance 6,596
Taxes, other than income taxes 4,496
Interest 3,709
Other 12.098

$44.832

14. Retirement Plan*
Marmon has several pension and profit sharing plans covering substantially all of its employees.

The actuarially computed value of vested benefits under the pension plans exceeded, as of December
31, 1977, the respective pension fund assets and related balance sheet accruals by approximately
$6,700,000. At that date, unfunded past service costs totalled approximately $18,600,000.

Retirement plan expanse included in the consolidated statement of income follows:

1077

Pension plans $4.975
Profit sharing plans 2.392

$7.367

15. Income Taxes
Marmon Is included in the consolidated federal income tax return of GL Prior to February

25,1976, TMG was included In GL's consolidated federal-income tax return. Pursuant to a formal
tax sharing agreement with GL, federal income taxes of Marmon are determined, in general, as if the
former Cerro affiliated tax group and the former TMQ affiliated tax group each filed separate
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consolidated tax returns. Members of the former Hammond affiliated group are treated as if each
company filed a separate federal income tax return. However, as to each of the three groups, no
benefits of tax losses will be received unless such losses are utilized by members of the GL consoli-
dated group. Federal income taxes so determined are periodically paid to or received from GL except
that (1) the former Cerro affiliated tax group is not required to make any tax sharing payments
during any taxable period in which Marmon has not currently paid all prescribed dividends or made
sinking fund payments on its Preferred Stock and (2) during all other taxable periods the former
Cerro affiliated group retains, without restriction, 50% of any tax sharing payments that would be
due to any member of the GL affiliated group. No income taxes are payable to GL by the former
Cerro affiliated group for 1977 and 1976. As a member of the GL consolidated federal income tax
group, Marmon (and TMG prior to February 25, 1976) is contingently liable for the federal income
taxes of the other members of the group. GL has indemnified Marmon (and TMG) for any federal
income taxes attributable to other members of the group.

Federal income taxes accrued but not yet paid to GL and payments to GL in excess of amounts
accrued or payments due from GL are included in "Income taxes" and "Refundable income taxes",
respectively, in the consolidated balance sheet Interest at 115% of the prime rate of a specified
bank is paid or received on differences between payments made and payments due.

Examinations by the Internal Revenue Service (Service) of TMG's federal income tax returns
for the years 1971 through 1973 have been substantially completed and for the years 1974 through
1976 are in progress. Management believes that adequate provision has been made for all TMG
income tax liabilities.

Examination by the Service of Hammond's federal income tax return for the year ended March
31,1973 has been substantially completed, and the examination for the years ended March 31, 1974
through March 31,1976 is in progress. Management believes that adequate provision has been made
for all Hammond income tax liabilities.

Examinations by the Service of Cerro's federal income tax returns for the years 1965 through
1971 have been substantially completed and additional liabilities have been proposed. The Service
is examining Cerro's federal income tax returns for the years 1972 through 1974 and various pro-
posals are currently under consideration, but no report has yet been issued. Cerro's returns include
the effects of complex transactions among which is the 1974 expropriation of Cerro's subsidiary,
Cerro de Pasco (C de P), discussed below.

On January 1,1974, C de P was expropriated by the Peruvian government resulting in a loss of
$135,000,000 which was reflected in Cerro's federal income tax return for 1974. On January 22,
1974, the Service advised Cerro by a private ruling letter that it considered the 1974 C de P expro-
priation loss to have resulted from a compulsory or involuntary conversion of the stock of C de P
and that the loss qualified as an ordinary loss which could be carried over and applied against
the Cerro affiliated group Income for as long as ten years to the extent not utilized during the
taxable year in which it arose. By letter dated May 12, 1976, the Service advised Marmon that the
January 22, 1974 ruling letter was being retroactively revoked with respect to the conclusion that
the loss was an involuntary conversion of the stock of C de P and held that the transaction will
be treated as an expropriation of assets. The Service also insisted upon physically examining the
books and records of C de P in Peru in order to verify the basis of C de P's assets. After a delay
of approximately one year, the Service, in September 1977, received permission from the Peruvian
government to conduct an examination in Peru. This examination was made in October 1977. Due
to the complexities of the transaction, there may be a considerable period of time before any con-
clusions can be formed on the results of the examination. However, management believes that the
adjusted basis of C de P's assets can be established.

Income reported for income tax purposes for 1976 included approximately $50,000,000 from
advance payments received on copper sales. Certain prior returns of Cerro included amounts
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from similar sales. For income tax purposes, but not for financial reporting purposes, such payments
are reported as sales in the year of receipt while the related cost of sales is reported at the time of
delivery, which as to the 1976 sale occurred in January 1977. Generally, to the extent that the cost
of copper sales reported at time of delivery is not offset by taxable income in the same year, a net
operating loss will result which may (within certain limitations) be carried back and then, 'to the
extent unused by carryback, carried forward against income of future years. Advance payment
transactions, like other business transactions, are subject to examination by the Service and could
influence the possibilities of ultimate realization of the future tax benefits available as well as the
timing of such realization.

Significant potential future income tax benefits became available to Marmon as a result of the
acquisition of Cerro. A substantial portion of these benefits have been recognized by Marmon
through December 31, 1977 and the remaining potential benefits are estimated to be approximately
$2,000,000. Marmon management believes that the remaining benefits will be realized and that no
material change in Cerro's prior year income tax position, other than as previously provided for,
should result from the Service's examinations. However, because of the complexities of the matters
involved, Marmon management, which was not part of Cerro management prior to March 1974, can-
not presently determine the ultimate effects of the Service's examination on Cerro's prior year income
tax position or the resulting effects on Marmon. Therefore, Marmon has deferred, in the consolidated
balance sheet, all of the realized income tax benefits, as discussed more fully in Note 3.

Income taxes included in the consolidated statement of income consist of the following:
1977 1978

Federal
Current $20,694 $13,096
Deferred (4,740) 3,089
Provision in lieu of income taxes 18,315 7,397

Foreign
Current 829 162
Deferred 721 720

State and other
Current 7,032 3,424
Deferred (682) 1,663

Total income taxes 42,169 29,551
Less income taxes applicable to discontinued operations 3,219 1.501

Income taxes applicable to continuing operations $38.950 $28.050

The income tax effects of significant items which resulted in effective tax rates of 46.2% in
1977 and 42.6% In 1976 on income before allocation of income taxes, equity in net income of Cerro
and discontinued operations are detailed below:

1977 1978

Theoretical federal income taxes (at 48%) on reported income $40,479 $31,600
Increase (decrease) resulting from:

Excess of tax depreciation over financial statement depreciation* .. (2,964) (1,747)
Excess of tax depletion (percentage depletion basis) over financial

statement depletion (1,883) (964)
Excess of financial statement gains on asset dispositions over tax

basis amounts' -.-.- (2,417)
State and other income taxes less federal income tax benefits ..... 3,237 2,593
Investment tax credits ,- (1,343) (902)
Other—net 1.424 (113)

Income taxes reported $38.950 $28.050
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•The acquisitions of Cerro and Hammond were non-taxable transactions and the income tax basis of
the assets acquired became Marmon's income tax basis. Such tax basis exceeds the financial
statement basis of certain property, plant and equipment and investments after the allocations of
purchase cost (Note 2). This results in an excess of tax basis depreciation over the financial
statement amounts and greater gains or lesser losses on disposition of these assets for financial
statement purposes than for income tax purposes.

The effective income tax rates of the discontinued operation differ from 48% due to the
following:

Theoretical federal income taxes (at 48%) on reported income
Increase (decrease) resulting from:

Excess of tax depreciation over financial statement depreciation ..
Excess of financial statement gains on asset dispositions over tax

basis amounts
Excess of tax gain on disposition over financial statement gain,

less effects of capital gains rate
Investment tax credits
Other—net

Income taxes reported

With the exception of $3,015,000 of deferred federal income taxes provided in 1976 on certain
metals trading gains, deferred federal income taxes applicable to each other type of difference are
less than 5% of the theoretical federal income taxes in each year. Provisions for federal income
taxes are not expected to differ materially from income taxes payable in the three years subsequent
to 1977 except to the extent that taxes payable are reduced by the utilization of prior year losses
of Cerro or the effects of the tax sharing agreement

16. Litigation and Other Contingent Liabilities

All significant litigation relating to Marmon and the merger of Cerro into Marmon described in
the notes to Cerro-Marmon's December 31, 1976 consolidated financial statements included in
Marmon's 1976 Annual Report to Shareholders have been settled and dismissed on the bases
described therein. The settlements had no significant effect on the 1977 consolidated financial
statements.

A suit entitled "Consumer Product Safety Commission vs. The Anaconda Company, et al"
was served on Marmon on November 2. 1977. This suit, brought against approximately thirty
wire manufacturers and electrical device manufacturers including Marmon, is a culmination of an
investigation by the Consumer Product Safety Commission ("Commission") of aluminum wiring
systems used In residential housing using the "old technology" of installing aluminum wire
during the period 1965 to 1976. The Commission is alleging that the products and/or method of
installation of the products are defective and imminently hazardous and the Commission is request-
ing communication to the persons who own the affected residences, as well as repair of the alleged
defects. According to the Commission's estimate, 1,500,000 houses were built using such wiring
systems. The cost to all of the defendants to comply with the relief requested by the Commission
could be very substantial. A division of Marmon (formerly a division of Cerro) manufactured alu-
minum wiring systems of this type during the period 1968-1970 but has not manufactured or sold
any such aluminum wiring systems for residential purposes using oTd or new technology since then.
Marmon's share of this market is estimated to have been less than one percent The defendants
made a motion to dismiss on the basis that aluminum wiring systems were not a consumer product.
This motion has been denied and has been appealed to the Court of Appeals for the District of
Columbia. Whether or not the appeal will be granted is not presently known. The ultimate outcome
of this matter cannot be determined at this time.
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On March 31,1977 a party claiming to be a former common shareholder of Hammond filed what
is purported to be a class action against Hammond, GL, Marmon and certain of the Marmon directors
alleging certain federal securities law violations, common law fraud and violation of fiduciary duties
in connection with the merger of Hammond into Marmon. The claimant requests the court to grant
the members of the class damages, costs, attorneys' fees and such other relief as is just and proper.
It is the opinion of management that this case will be decided favorably to Marmon.

Leadership is involved in pending and threatened litigation related primarily to prior construc-
tion activities, class actions related to sales, recreation leases and other deed restrictions, and
Florida corporation income taxes. The gross amount of judgments sought by claimants is substantial
in relation to Leadership's consolidated financial position at December 31, 1977; however, while
Leadership believes, based on consultation with various legal counsel, that meritorious defenses
exist with respect to such claims, the exposure or ultimate loss, if any, cannot be determined at
this time.

A subsidiary, RegO, has had a number of product liability claims filed in 1977 and, commencing
January 1, 1977, its insurance coverage was revised to significantly increase the uninsured deduct-
ible portion of each claim. It is not possible at this time to determine the exposure or ultimate loss,
if any, that may result from such product liability claims or any claims that may be filed in the future.

In January, 1975 Marmon's wholly-owned utility was granted an interim rate increase. Subse-
quent thereto the interim increase was rescinded and Marmon was ordered to refund the revenues
resulting from the rate increase (approximately $2,000,000). The rescission order is under appeal.
The ultimate outcome of this matter cannot be determined at this time.

Prior to its purchase by Marmon, Cerro invested approximately $14,000,000, including working
capital advances, in a tape recording distribution company acquired in 1971. This business was
subsequently discontinued. Marmon is the plaintiff in a legal action which seeks recovery of amounts
not less'than the cost of this investment

Provision has been made for the minimum losses that are expected to result from the above
matters and no amount has been reflected for any recovery in the matter in which Marmon is the
plaintiff, all in conformity with Financial Accounting Standard No. 5. The ultimate aggregate effect,
if any, of the above matters on the consolidated financial statements of Marmon is not determinable
at this time, but, in the opinion of Marmon's management, any effect should not be materially adverse
to Marmon's consolidated financial position.

17. Capital Stock
The Preferred Stock became issuabte February 24,1976 (Note 1) and is entitled to dividends at

the annual rate of S&25 per share ($2.35 per share beginning in 1981) on a cumulative basis, a
liquidation preference of $22 per share plus accrued dividends, and one vote per share. All or part
of the Preferred Stock may be redeemed by Marmon on or after April 1, 1981 at $22 per share plus
accrued dividends. Commencing in 1982, 6%% of the shares issued are to be redeemed annually
at $22 per share until all such shares are redeemed or acquired by Marmon.

The outstanding common stock is entitled to four votes per share. See Note 11 for restrictions
on dividends under terms of the debt agreements.

The amounts shown in the consolidated statement of shareholders' equity for "Accrual of
mandatory redemption value of preferred stock" represents the accrual of the difference between
the redemption value of the Preferred Stock ($93.699,000) and the value assigned to such shares
at date of issue ($88,375,000). This difference is being accrued over the period February 26, 1976
to April 30,1981.

18. Unusual Charges In 1977
In the first quarter, Marmon negotiated the termination of long-term employment and other

related contracts with certain officers of a coal mining subsidiary. The cost of this settlement of
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approximately $4,625,000 is reflected in selling and administrative expense. In the fourth quarter,
the coat mining subsidiary wrote off approximately $3,555,000 of deferred mine development costs
that were doubtful of recovery and a real estate subsidiary made a provision of $4,004,000 for the
loss on disposal of its interest in a joint venture (Note 8(0)).

19. Transactions with Companies Under Common Control

Significant amounts relating to transactions with affiliates are as follows:

7977

Sales of coal $52,838
Sales of refined metals 11,992
Purchases of refined metals 4,921
Sales other 1,020
Brokerage expense (coal sales) 1,342
Management fee income 481
Interest income 423
Rental expense 609
Insurance premium expense 528

Sales of coal to an affiliate are at prices which, in effect, allow the affiliate to earn, on resale of
tne coal, a 2% gross margin on the first million tons and 1% on the excess. Other sales to or pur-
chases from affiliates and receivables from or payables to affiliates, other than amounts shown
separately in the consolidated financial statements and income tax amounts (Note 15), are not
significant See Note 8 with respect to related party transactions of the real estate subsidiaries.

20. Quarterly Data (unaudited)
Qutrttr Endtd

Utr.31 JuntM S»pt. 30 Doe. 31
Sales

1977 $308,978 $286,624 $277,787 $295,319
1978 193,405 217,886 210,347 206,580

Cost of sales
1977 265,977 235,094 232.338 246.360
1978 170,914 183,973 172,181 176,447

Net income
1977 9,075 14,691 15,479 9,440
1976 8,878 12,193 14.479 7,209

See Note 18 for unusual charges in 1977. In addition, the third quarter net income includes the
gain of $1,863,000 after Income taxes from the sale of the discontinued trucking operations. The
fourth quarter net Income Includes the effects net of applicable income taxes of favorable inventory
adjustments of 11,000,000, reflecting adjustments of charges included in prior quarters.

21. Replacement Coat Data (unaudited)

Marmon's 1977 Annual Report on Form 10-K ("10-K") discloses quantitative information with
respect to the estimated replacement cost of inventories and productive capacity at December 31,
1977 and 1976 and the related estimated amounts of cost of sales and depreciation expense on a
replacement cost basis for the years then ended.

Marmon's reported operating results are significantly affected by the lower depreciation expense
which results, In part, from allocations of Marmon's purchase cost to the net assets of acquired
companies. The replacement of Marmon's productive capacity would require a substantially greater
capital investment than was required to acquire the existing productive capacity and, consequently,
a substantially greater depreciation expense.
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22. Industry segment Information

The principal industry segments in which Marmon operates are as follows:

1. Pipe and tubing—distributes carbon, alloy and stainless steel pipe; produces copper
plumbing tube, electrolytic copper cathode, and extruded and drawn aluminum tubing.

2. Metal products—produces mill products including brass and bronze rod, bar, shapes,
wire, forgings, screw machine parts and die castings as well as certain low melting point alloys
and manufactures valves, fittings, regulators and other related control equipment for pressurized
gases, principally propane gas.

3. Wire and cable—manufactures single and multi-conductor building wire and cable,
power and instrumentation cable, aerospace and marine cable, copper wire rod, electrical
metallic tubing and co-axial cable.

4. Automotive products—manufactures truck flat leaf springs and gray iron castings used
in automotive parts such as brake cylinders, power steering pumps and compressors, and a
broad line of automotive parts including automobile springs, automobile and truck transmission
gears, shafts, clutch plates, U-bolts, chassis and related parts.

5. Apparel accessories—manufactures wearing apparel, including a broad line of work
gloves.

6. Mining equipment—designs and manufactures underground mining equipment which is
sold principally to the coal industry.

7. Other manufacturing—principally the manufacture and sale of musical equipment,
agricultural equipment, general merchandise display and storage equipment and all-steel doors
and door frames.

8. Metals trading—engages in world wide non-ferrous refined metals trading activities
generally through domestic and foreign exchange markets.

9. Coal mining—tow volatile metallurgical coal is sold domestically and abroad, with a sub-
stantial portion of present production committed to a long-term sales agreement with two
Japanese corporations. Medium volatile metallurgical coal is sold principally to a major domes-
tic steel producer through an affiliated coal broker.

10. Real estate subsidiaries—engages primarily in the sale of improved and unimproved
land and participates in joint ventures engaged in land development and ownership and opera-
tion of a shopping center.

Operations of the industry segments discussed above are conducted principally in the United
States. Export sales and foreign operations are not material. The pricing policy with respect to
intercompany sales is comparable to that for unam'liated customers. No one customer accounted for
more than 10% of total sales.
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FIVE YEAR SUMMARY OF OPERATIONS

(In thousands of dollars)

The following summary of operations consists of (1) the consolidated amounts for TMG
(Marmon's accounting predecessor company) including TMG's 45.33% interest in Cerro accounted
for on an equity basis from August 1, 1974 to February 25, 1976 and (2) the consolidated amounts
for Marmon for the period commencing February 25, 1976. This summary, not reported upon herein
by certified public accountants, should be read in conjunction with the consolidated statements of
Marmon and the certified public accountants' report with respect thereto, which is qualified as set
forth therein, contained elsewhere in this Annual Report to Shareholders.

Y«an Ended Oacamftar 3),

1977 1978 T975

Revenues $1,187,812 $839,145 $277.108

Cost of sales (979,769)

1974

$269,135

7973

$189,

Selling and administrative expenses
(Note 18)

Interest expense

Equity in loss of real estate subsidiaries
(Note 8)

Income before amounts shown below ..

Income taxes (Note 15)

Equity In net income of Cerro (Note
2(a))

Income from continuing operations

Income from discontinued operations
less income taxes (Note 2(c))

(97,147)

(17,049)

(9,515)

84,332

(38,950)

(703,515) (217,790) (212,627) (150,108)

(19,037)(58,455)

(11,342)

65,833

(28,050)

(26,580)

(8,024)

24,714

(12,855)

1,438 10,384

(23,421)

(5,314)

27,773

(14,227)

3,180

Net income

Net income applicable to preferred
stock (Note 17)

45.382

3,303

48,685

(10,630)

39,219

3,540

42,759

(9,009)

22,243

2,460

24,703

18,726

1,032

17,758

19,355

(9,879)

9,476

9,476

Net income applicable to common stock $ 38.055 $ 33.750 $ 24.703 $ 17,758 $ 9,476

Note references are to Notes to Consolidated Rnancial Statements.

In its annual report on Form 10-K for the year ended December 31, 1976, Marmon reported
that during the first quarter of 1977, it negotiated the termination of long-term employment and other
related contracts with certain officers of a subsidiary. Final settlement costs of $4,625,000, before
related income taxes, differed from the initial estimate of $4,000,000 as a result of adjustments to
reflect the effect of the detailed allocation of Marmon's cost to Cerro's net assets.

FIVE YEAR INDUSTRY SEGMENT INFORMATION

The following table sets forth the historical amounts of sales and income from continuing
operations before income taxes of TMG for all periods prior to February 25, 1978 and Marmon's
amounts for all periods subsequent to February 24. 1976, adjusted to give effect to the merger of
Cerro into Marmon on February 24,1976. This table should be .read in conjunction with the pro forma
segment information and Management's Discussion and Analysis of Results of Operations contained
elsewhere in this Annual Report to Shareholders. Amounts for 1976 and prior years have been
reclassified for comparability with the 1977 segment presentation.
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Yean fntfatf Doctmttw 31,

Sales (2)
Pipe and tubing(1)
Metal products(1)
Wire and cable(1)
Automotive products
Apparel accessori
Mining equipment

Metals trading(1)
Coal mining(1)

Income (loss) from continuing
operations before income
taxes

Pipe and tubing(1)
Metal products(l)
Wire and cable(1)
Automotive products
Apparel accessorles(3)
Mining equipment
Other manufacturing(3) ...

Total manufacturing .

1977

1) ..... $ 211,614

1) 128362

1) 120620

ucts ... 118,242

ries(3) . . . . 67,764

it ... . 66,398

iring(3) ... 90,160

ufacturing . 803,160

269,915

95,631

1979

$180,002

95,160

102,053

92,333

69,028

37,902

576,478

176,580

75.160

1975

$ 88 928

77445

75 742

33,421

275,536

7974

$1 05 929

75 OSfl

46 592

40,043

267,622

1973

S en cnt

55 QQI

27 5R«?

39,101

188,278

$1.168,706 $828.218 $275,536 $267,622 $188,278

$

$

21,863

15,925

4,583

12.234

9.409

9,975

10,201

84,190

7.763

8,761

(9,515)

(6,867)

34,332

$ 14,223

8,374

7,118

9,179

11,911

8,007

58,612

4,390

12,144

(9,513)

$ 65,833

$ 5,827

8,305

15,558

4,028

33,718

(9,004)

$ 24,714

$ 15,193

6,290

7,433

3,428

32,344

(4,571)

$ 27,773

$ 7,273

6,437

2,776

3,887

20,373

(1,018)

$ 19,355

Metals trading(1)
Coal minlng(1)
Real estate operations(l) (2)
All other(4)

(1) On February 24, 1976 Marmon acquired Cerro, which businesses comprise all, or a major
portion, of each of these industry segments.

(2) The real estate subsidiaries are accounted for on the equity method and their sales are not
included in consolidated sales. Losses of these subsidiaries are not Included in consolidated
income prior to 1977 (see Note 8 of Notes to Consolidated Financial Statements).

(3) On January 26, 1977 Marmon acquired Hammond, which businesses comprise all, or a major
portion, of these segments.

(4) Includes interest and dividend income, gains and losses on investments; corporate administra-
tive expenses, interest expense, other than interest expense directly attributable to metals
trading, and miscellaneous other amounts not attributable to a specific industry segment

5
7
,7
)5

58
28_
10
112
ISO

735)
467
297

.170

.428

.598.

major

re not
idated

major

iminis-
metals
it.
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MANAGEMENTS DISCUSSION AND ANALYSIS OF RESULTS OF OPERATIONS

The following comments relate to the preceding business segment data whirh :«
basis for 1976 and 1975 to reflect the effects of the 'combination of^erro and TMG aV.
nation took place on January 1, 1975. Operating results of Marmon Company (formerly Hamm
Corporation) are included for the period subsequent to January 26. 1977. the date of acquisZn v
Marmon. "

Changes between 1977 and 1976 (based upon pro forma amount* In 1976) In sales and Income
from continuing operations before income taxes for each business segment, Income taxes and
discontinued operations are discussed below.

Consolidated
Manmon's 1977 sales, income from continuing operations before income taxes, and net income

increased over the 1976 pro forma amounts by $260.3 million (29%), $11.5 million (16%), and
$3.5 million (8%), respectively. The acquisition, in late January 1977, of Hammond significantly
increased the amounts reported for 1977 (pro forma sales and net income for 1976 would be greater
by approximately $126 million and $5.5 million, respectively, if Hammond had been included in such
data on a pro forma basis from January 1, 1976). The inclusion of the loss of the real estate
subsidiaries in the 1977 income amounts, but not in the 1976 amounts, significantly reduced the 1977
amounts.

Pipe and Tubing
Sales increased 9%, despite a strike at a major plant from November 6, 1977 to January 15,

1978, and income was up by 41%. Improvement in general economic conditions, particularly in
the home construction industry, resulted in better pricing which improved income proportionately
more than the sales increase.

Metal Products
Sales increased 14% and income was up 57%. The increased sales reflect higher metal prices

through most of the year and better market demand in the general industrial and construction areas.
The increase in income is primarily due to higher sales and increased margins resulting from
improved pricing and a better product mix, partially offset by the effect of the extension of the LIFO
method of valuing inventories to one of the metal divisions.

Wire and Cable
While sales increased 2% over 1976, income declined 46%. The sales increase resulted from

a higher volume of shipments partly offset by lower selling prices. These results reflect continued
severe price competition due to reduced product demand in industrial and commercial construction
markets and delays in nuclear power construction projects. While the home construction market
was strong and sales have increased in this area, lower prices from over-capacity of wire and
cable manufacturers adversely affected sales prices and, together with increased costs, reduced
margins and income.

Automotive Products
As a result of higher activity in the automotive industry and price increases, sales and income

increased 28% and 33%, respectively. The proportionately greater increase in income resulted
principally from improved utilization of facilities.

Apparel Accessories
This segment, formerly a part of Hammond, was acquired on January 26,1977. Sales were 22%

above the sales for the comparable eleven month 1976 period. This increase resulted principally
from physical volume increases.

Mining Equipment
This operation experienced some stabilizing of demand "Fn 1977 after a decline in 1976 from

the abnormally high energy crisis demand in 1975. However, sales were down 4% as a result of
the national coal strike begun on December 6, 1977. Income declined 16% due to the lower sales
and smaller margins. New production capacity added in recent years was not fully utilized, the cost
of which contributed to the reduction in margins.
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Other Manufacturing

The sales and income increase in 1977 over 1976 is primarily due to the musical instrument
segment acquired by Marmon on January 26,1977. and which was not included in the 1976 amounts.

Metals Trading

Sales and income were up 36% and 29%, respectively, reflecting additional emphasis on sales
programs and greater use by the industry of dealer/merchant copper versus producer copper.

Coal Mining

The sales increase of 12% was the result of better prices for spot and short term contract
shipments and normal escalations under a long term contract. Income declined 35% as the result
of the write-off of unrecoverable mine development costs, additional costs from the unionization of
certain mines, the effect of the national coal strike begun December 6, 1977 and a charge for
termination of long-term employment and other related contracts.

Real Estate Subsidiaries

Sales of the nonconsolidated real estate subsidiaries in 1977 were $57.4 million compared to
$56.8 million in 1976. Such sales are not included in consolidated net sales as the real estate sub-
sidiaries are accounted for on the equity method. A portion of 1977 sales were made at book value.
The loss for 1977 includes $5.1 million relating to a joint venture in process of termination and
$1.8 million of intercompany interest expense. No amount was included in 1976 income for the loss
of the real estate subsidiaries as the loss was charged to a reserve established therefore in the
purchase cost allocation (Note 8 of Notes to Consolidated Financial Statements).

Corporate—net

The reduction in the 1977 corporate charge to income from the 1976 charge is due principally
to increased dividend and interest income.

Income Taxes

The effective income tax rate on 1977 income from continuing operations was 46.2% as com-
pared to an effective rate of 42.9% on 1976 pro forma income from continuing operations. The
increase in the effective rate in 1977 is attributable to the increase in income, which was subject
to tax at statutory federal and state rates, and a decrease in the effect of dispositions of assets with
higher income tax bases than financial statement bases.

Discontinued Operations

The effect on net Income of the discontinued trucking operations was approximately the same
in both years. The 1977 amount includes $1.9 million of net gain on the sale of this business in
August 1977.

Change* between 1976 and 1975 (based upon pro forma amounts) In salee and Income from
continuing operations before income taxes for each business segment, and income taxee are
discussed below.

Consolidated

Marmon's 1976 pro forma salee, income from continuing operations before income taxes, and
net income increased over the pro forma 1975 amounts by $154.6 million (21%). $7.4 million (11%)
and $6.6 million (17%), respectively.

Pipe and Tubing
The year 1978 compared to 1975 shows significant improvements with an increase of 32% in

sales and 61% in income. These improvements reflect the effect of a strike at a major plant in 1975
and as to income only, the results of a cost reduction program initiated during the latter part of 1975.
General economic conditions affecting pipe and tubing customers also began to improve in the latter
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Business Combination Of
Cerro Corporation

And
Cerro-Marmon Corporation

And
The Marmon Group, Inc. (Michigan)

Table of Contents
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Letter of indemnity from Cerro Corporation and The
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5, 1976. 61
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Registration Statement on Form S-14 as filed by
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Form S-14 effective at 1:00 P.M. E.S.T. on
January 26, 1976. 63

Letter from Robert C. Gluth of Cerro Corpora-
tion, to the SEC dated September 26, 1975 re-
questing waiver from requirement of Item 11 of
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Descr iption Document No.
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dated January 13, 1975 in response to revised
proxy material filed December 24, 1975.

Letter of Cerro Corporation, dated January
14, 1976 in response to comments of the SEC
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January 20, 1976.
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Letter of transraittal, dated January 26, 1976
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Letter from Cerro-Marmon Corporation to the
SBC requesting the Registration Statement on
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B. Registration under Securities Exchange Act
of 1934.
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Amendment No. 1 to Schedule 13D of The Marmon
Group, Inc. (Michigan) filed pursuant to Rule
13d-2, dated December 16, 1975. 92

Amendment No. 2 to Schedule 13D of The Marmon
Group, Inc. (Michigan) filed oarsuant to Rule
13d-2, dated March 1, 1976. 93
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dated February 23, 1976. 97
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Description Document No,

Letter from Cerro-Marmon Corporation to
Frederic Mumford regarding stockholder ap-
proval of the business combination, dated
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Certificate of the Secretary of Cerro-Marmon
Corporation, dated February 24, 1976. 100

Certificate of the Chief Financial Officer
of Cerro Corporation and the Marmon Group,
Inc. (Michigan), dated February 24, 1976. 101

Opinion of Messrs. Alexander & Green regarding
the listing of $2.25 Cumulative Series A Pre-
ferred Stock, dated February 24, 1976. 102

Letter Agreement between Cerro-Marmon Corporation
and the American Stock Exchange, dated February
25, 1976. . 103

VI Tax Matters

A. Internal Revenue Service Ruling

The Internal Revenue Service tax ruling addressed
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The Internal Revenue Service suv
ruling addressed to Levenfeld, Ka
& Lippitz, dated April 9, 1976 wit
memo, dated April 17, 1976.

B. Tax Sharing Agreements

Tax Sharing Agreement among GL Corporate.
The Marmon Group, Inc. (Michigan) and cet
tain of their subsidiaries, dated December
31, 1971.

Supplemental Tax Sharing Agreement among GL
Corporation, The Harmon Group, Inc. (Michigan)
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December 31, 1971.
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of GL Corporation, dated December 31, 1972.

Adoption Agreement among certain subsidiaries
of GL Corporation, dated December 31, 1973.

Adoption Agreement among certain subsidiaries
of GL Corporation, dated December 31, 1974.
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C. Miscellaneous
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liability of Cerro Corporation, dated February
9, 1976.
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Description Document No,

Officers' Certificates of The Marraon Group, Inc.
(Michigan), dated January 26, 1976 delivered
to the Cerro Business Combination Committee.

Officers' Certificates of GL Corporation,
dated January 26, 1976 delivered to the Cerro
Business Combination Committee.

B. Opinions

Opinion of Messrs. Alexander & Green, counsel
for Cerro Corporation, dated January 26, 1976.
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ship Housing, Inc., dated January 26, 1976.
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for The Marmon Group, Inc. (Michigan), dated
January 26, 1976.

Opinion of Hubachek, Kelly, Pauch & Kirby counsel
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135
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Descr iption Document No.

Subsisting Certificate of Cerro Corporation
from the Secretary of State of New York, dated
February 20, 1976.

Certificate of Good Standing of GL Corporation
from the Secretary of State of Delaware, dated
February 20, 1976.

Certificate of Good Standing of Cerro-Marmon
Corporatin from the Secretary of State of
Delaware, dated February 20, 1976.

Franchise Tax Clearance Telegram issued to Cerro
Corporation from New York Corporation Tax
Bureau, dated February 20, 1976.

Good Standing Telegram issued to Cerro-Marmon
Corporation from the Secretary of State of
Delaware, dated February 23, 1976.

Good Standing Telegram issued to GL Corporation
and The Harmon Group, Inc. (Michigan), from Sec-
retary of State of Delaware, dated February 23,
1976.

133

139

140

141

142

143

B. Certificates

Officer's Certificate of Cerro Corporation,
dated February 24, 1976, pursuant to Section
4.1 (a) of the Exchange Agreement.

Officer's Certificate of Cerro-Marmon Corpora-
tion, dated February 24, 1976, pursuant to
Section 4.1(a) of the Exchange Agreement.

Officer's Certificate of The Marmon Group, Inc.
(Michigan), dated February 24, 1976, pursuant
to Section 4.1(a) of the Exchange Agreement.

Officer's Certificate of GL Corporation, dated
February 24, 1976, pursuant to Section 4.1 (a)
of the Exchange Agreement.

Officers' Certificates of Cerro Corporation,
dated February 24, 1976, delivered to the Cerro
Business Combination Committee.

Officer's Certificates of Cerro-Marmon Corpora-
tion, dated February 24, 1976, delivered to the
Cerro Business Combination Committee.

144

145

146

147

148

149

s r«»r M f i.r of Marmon Grouo . Tnc .
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Descr iption Document No,

C. Opinions

Opinion of Messrs. Alexander & Green, counsel
for Cerro Corporation and Cerro-Marmon Corpo-
ration, dated February 24, 1976. 152

Opinion of T. Randolph Buck, counsel for Leader-
ship Housing, Inc., dated February 24, 1976. 153

Opinion of Messrs. Levenfeld, Ranter, Baskes &
Lippitz, tax counsel for Cerro Corporation, dated
February 24, 1976. 154

Opinion of Walter S. Pogowski, General Counsel
for The Marmon Group, Inc. (Michigan), dated
February 24, 1976. 155

Opinion of Messrs. Wachtell, Lipton, Rosen & Katz,
counsel for The Harmon Group, Inc. (Michigan),
dated February 24, 1976. 156

Opinion of Messrs. Hubachek, Kelly, Rauch & Rirby,
counsel for The Marmon Group, Inc. (Michigan),
dated February 24, 1976. 157

Opinion of Allen M. Turner, General Counsel for
GL Corporation, dated February 24, 1976. 158

D. Accountant Letters

Letter of Price Waterhouse & Co., independent
accountants for Cerro Corporation, dated
February 24, 1976. 159

Letter of Arthur Young & Co., independent
accountants for The Marmon Group, Inc. (Michi-
gan), dated February 24, 1976. -160

E. Miscellaneous

GL Corporation investment letter, dated February
24, 1976. 161

Copy of Stock Certificate of Cerro-Marmon Corpo-
ration representing Five Million Shares of Common
Stock issued to GL Corporation 162

IX Consents and Waivers

r"n r no r a f- i nn 5o r oprnen ts
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Description Document No,

Letter Agreement, dated December 31, 1975 between
Cerro Corporation and the Aetna Life Insurance
Company pursuant to the Note Agreement dated
February 6, 1967. 164

Letter Agreement, dated December 31, 1975 between
Cerro Corporation and,The Prudential Insurance
Company of America pursuant to the Note Agreement
dated February 6, 1967. 165

Assumption Agreement, dated February 24, 1976
among The Aetna Life Insurance Company and Cerro
Corporation pursuant to the Letter Agreement,
dated December 31, 1975. 166

Opinion of Kenneth D. Archer, General Counsel of
Cerro-Marraon Corporation, dated April 29, 1976. 167

Assumption Agreement, dated February 24, 1976
among The Prudential Insurance Company of America
and Cerro Corporation pursuant to the Letter Agree-
ment dated December 31, 1975. 168

Opinion of Kenneth D. Archer, General Counsel of
Cerro-Marmon Corporation, dated April 29, 1976. 169

B. The Harmon Group, Inc. (Michigan) Loan Agreements

Credit Agreement among the Marmon Group, inc.
(Michigan), First National Bank of Chicago and
First National City Bank, dated December 30, 1974. 170

Amendment dated January 6, 1976 to the Credit
Agreement among the Marmon Group, Inc. (Michigan),
First National Bank of Chicago and First National
City Bank, dated December 30, 1974. 171

C. Southern Peru Copper Corporation Agreements

Letter of The Chase Manhattan Bank, dated
February 24, 1976 pursuant to the Loan Agree-
ment, dated November 15, 1973 with Southern
Peru Copper Corporation. 172

Assumption Agreement, dated February 24, 1976
between Cerro-Marmon Corporation, and The Chase
Manhattan Bank as agent for the lenders, pur-
suant to an Inter-Creditor Agreement, dated
March 25, 1974 among Southern Peru Copper Cor-
ooration, the Lenders and Chase. 173
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Descr ipt ion Document No,

Consent of Southern Peru Copper Corporation and
its shareholders, dated December 30, 1975 pur-
suant to the Agreement dated September 30, 1975
as amended by the Third Supplemental Aareement
dated June 21, 1968. 176

D. Savage River Agreements

Assumption Agreement dated February 1, 1976
among Northwest Iron Co. Ltd., Pickands Mather
& Co. International, Cerro Corporation, Pickands
Mather & Co., Savage River Corporation, The
Chase Manhattan Bank, The Prudential Insurance
Company of America and Cerro-Harmon Corporation
pursuant to the Northwest Affiliates Agreement
dated November 30, 1965. 177

Opinion of Messrs. Alexander & Green, counsel
for Cerro Corporation and Cerro-Marmon Corporation,
dated February 21, 1976. 178

Assumption Agreement dated February 1, 1976
among Savage River Corporation, Dahlia Mining
Co. Ltd., Northwest Iron Co. Ltd., Mitsubishi
Corporation, Sumitomo Shoji Kaisha, Ltd.,
Pickands Mather & Co. International, Cerro
Corporation, Pickands Mather & Co., The Chase
Manhattan Bank, and Cerro-Harmon Corporation,
pursuant to the' Savage River Power Contract
Indemnity Agreement dated August 18, 1966. 179

Opinion of Messrs. Alexander & Green, counsel for
Cerro Corporation and Cerro-Marmon Corporation,
dated April 12, 1976. 180

X Blue Sky Matters

Blue Sky Memorandum • 181

Letter of transraittal from Cerro-Marmon Corpo-
ration to Arkansas Securities Department, dated
January 26, 1976 transmitting the following
documents: 182

Uniform Application to Register Securities
in Arkansas, dated January 25, 1976. 183

Uniform Consent to Service of Process,
dated January 25, 1976. 184

unirorm Form of rnrnAr,->t-o
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Description Document No,

Letter of transmittal from Cerro-Marmon Corpo-
ration to Indiana Securities Division, dated
January 26, 1976 transmitting the following
documents: 187

Uniform Application to Register Securities
in Indiana, dated January 25, 1976. 188

Uniform Consent to Service of Process,
dated January 25, 1976. 189

Uniform Form of Corporate Resolution of
Cerro-Marmon Corporation, dated January 25,
1976. 190

Telex issued to Cerro-Marmon Corporation from
Securities Commissioner of the State of Indiana
dated February 2, 1976. 191

Letter of transmittal from Cerro-Marmon Corpo-
ration to Bureau of Securities, State of New
York, dated January 26, 1976 transmitting the
following document: 192

Form M-l Broker-Dealer Statement as filed
by Cerro-Marmon Corporation on January
27, 1976. 193

Receipt of Broker-Dealer Filing Fee froca the
Bureau of Securities, State of New York, dated
January 27, 1976. 194

Letter transmittal from Cerro-Marmon Corporation
to the Department of State, Albany, New York,
dated January 26, 1976. 195

State Notice, filed by Cerro-Marmon Corporation
as Dealer with the Department of State of the
State of New York. . 196

Further State Notice filed by Cerro-Marraon Corpo-
ration as Dealer with the Department of State of
the State of New York. 197

Foreign issuer Designation, filed by Cerro-
Marmon Corporation with Department of State
of the State of New York. 198

Receipt of filing fee for Foreign Issuer
Designation from the Secretary of State of the
State of New York, dated January 26, 1976. 199
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Description Document No.

Opinion of Borden & Elliot, as to exerr.pt status
of the merger and Business Combination under the
securities laws of the provinces of British
Columbia, Saskatchewan, Ontario, Quebec, New
Brunswick, Nova Scotia and Prince Edward Island,
dated January 5, 1976. 202

XI Miscellaneous

Notice to the Holders of Certificates of Common
Stock of Cerro Corporation, dated February 24,
1976. 203

Letter of Transmittal to the Holders of Certi-
ficates of Common Stock of Cerro Corporation. 204

Specimen Certificate of Cerro-Marmon $2.25
Cumulative Series A Preferred Stock. 205

Cerro Corporation press release entitled
"Cerro Board Appoints Merger Negotiation
Committee", dated September 19, 1975. 206

Article from The Wall Street Journal entitled
"Cerro Picks 2 Holders, 2 Outside Directors
To Negotiate Merger", dated September 23, 1975. 207

Cerro Corporation press release entitled
"Cerro-Marmon Proposal", dated November 19,
1975. 208

Articles from The Chicago Daily New and The
New York Times, dated November 19, and 20th,
1975, respectively. 209

Article from The Wall Street Journal entitled
"Cerro Holder to Vote On Proposal to Merge
With GL Corp. Unit", dated November 20; 1975. 210

Article from The Chicago Tribune entitled
"Cerro Corp. Merger Vote", dated November 20,
1976. 211

Article from The Chicago Sun-Times entitled
"Cerro Stockholders To Vote On Merger", dated
November 20, 1976. 212

Cerro Corporation press release entitled
"Cerro Stockholders To Vote February 24 On
Combination With Harmon Group", dated January
27, 1976.
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bript ion Document No.

riicle f rom Amer i can Metal M a r k e t enti t led
jCLCorp. May Dispose of Cerro Sales If Cerro-

iraon Merger C o n s u m m a t e d " , dated January 30,
[9.76.
!fv ,
jrrb Corporation press release entitled

JC«rro Corporation Receives IRS Ruling On
reposed Combination With Marmon", dated
ibruary 10, 1976.

rticle from Wall Street Journal entitled
jCerro Wins IRS Ruling Needed to Clear Way For

Merger", dated February 11, 1976.

Sirro Corporation press release entitled
jCerro-Marmon Combination Completed: Common

Preferred Dividends Declared", dated
ftbruary 24, 1976.

*

'.tides from The New Y o r k Times and the
hicago Sun-Times enti t led "Cerro Stockholders

fate Company1s End To Join Marmon", dated
february 25, 1976.

rttcle f rom The Wall Street Journal entitled
'Cerro Holders Approve Merger With GL Uni t" ,
lated February 25, 1976.
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Washington, D. C. 205^9

• ' . FORM 10-Q

-.- S.S.C,

QUARTERLY REPORT UKDER SBCTIOH 13 OR 15'(d) - ...

.OF THE SECURITIES EXCHANGE ACT OF 1931*

Tor Quarter Ended June 30> 1971 Conunission File No. 1-1527

HECIA KDID:G CCMPAW
name of registrant as specified in its charter)

Washington 82-012621*0
(State of incorporation or o r g a n i i a t i o n ) I R S tax.number

Hecla Duildiqq - VJaUa'ce Idaho 83873
'(Address of principal executive offices) (Zip code)

Registrant's telephone number, including area .code 208-^752-1251

; • •« • . . . : . . • . ' • . • . • f. . "
* • . ' • ' " : '. • * ' •"." "•' • • ,' •'" "'
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HECLA MINING COMPANY

FORM 10-Q - Quarterly Report

' ' • ' • • • •'. .• ; • " ' '.' ' • • •

A. SuOTnariy.cd Financial Information

HECLA MINING COMPANY AND WHOLLY OWNED SUBSIDIARIES
Profit and Loss Information

Page 1

Gross sales less discounts,
returns and allowances

Other income . '

•
' - '

For the Six Months Ended:
June 30. 1971 Jong 30, 1970

.$ 11,650,8145 $ 12,663,939
577,059

Costs and expenses .- ; - : . . -'.
Income before taxes on income
Provision for taxes on income, based •'

'••'.."•'.ion estimated annual effective tax
-•^••rate: • ' ' ' . • '.• -.• '. - . - .••• •
.- .". :. Currently payable . '• ' ' . ' . . . ',}.''.

• ' • Deferred (arisinn mainly from
;• • - m i n e development expenses which

are deferred in the financial
' . ' statements and deducted currently

• ; • • ' - . ' ' • - ' ' in the income tax returns)

Net1 income • '. '. ''•.;

Earnings per share*

Cash dividends per share

12,227,915
9.033,976
3,193,938

'•', i' (502,500)

l.^Bl.OQO
97Q.500

221', 118
12,055,057
8,7^7. Oiio

lUl,200

.Itg20.?00
1,361.400

2,215,̂ 38 $ 2,776,568

0.36**.
• : a .

None

$ 0>5***

* Average shares outstanding. . . '•' '• '
. «* Adjusted to reflect the 2% stock dividend paid on August 2,-1971

' . to shareholders of record toy lU, 1971. . . • -.
• «*»Adjusted to reflect the 2^ stock dividends paid on August 2, 1971

'':;'•"-. • . and August 1, 1970 to shareholders of record May lU, 1971 and
. -. -\ .May 15, 1970 respectively. ,: : .. , . : , - . . . ' • : • . . ' . - . -
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JIFCIA MIMING COMPANY . : .- ' - . - . ' . - .

•'.rCi*£ 10-Q - Quarterly Report . ';.'•. J

B. Capitalisation and Stockholders' Equity .' :; ';'"

As of June 30, 1971 ' • . ; • ' • '•':.'' ;.. ••'.-. •'•"-•.' '.' .-• . .

Debt ' ' . ' , ' ' • ; ' . ' '••• . • ' - . ' • . _ • ' . . . •• : •

Deferred incone taxes ' ; ' . " ' • . ' • ; • ' . "

Stockholders' equity: . • -. •• ; .-;•
Capital stock, 25^ par value, authorized ' -. '

8,000,000 shares; issued 6,206,021 shares
: (See note below for shares reserved for options) •

Capital in excess of par value . '. •/•.

Retained earnings: ' ; ' . - ' - .
Balance at January 1, 1971 . '• . ;
Net income, caption 10 - Item A • ' ' • ' . '".
Dividends: 2^ stock dividend declared and payable

. Balance at June 30, 1971 . .- . ..•

Treasury stock • " ; .
' Capital stock reacquired. at cost, 239 shares '

. .Total stockholders' equity

Amount

$ None

$• "1«.737>700

$•••1,551, 506

$ 15,262,338 '

. $ 29,891,066
. - ' : : , 2,215,^38

. '-,2,922,802'

2,687
$*i 5.9^.909

Kotos:. (1) A qualified stock option plan reserved 100,000 shares of authsr-
. •. -. .. izcd and unissued stock for issuance to officers. and key employees.

•. ; ' : . . - : .No options have been granted under this plan. A previous l£>S'i
Stock Option Plan has 8,328 shares reserved for granting of

•••• ' , -additional options. • . • • '" •• •• .; .' " . _ .. . . • • .. • . . • , - . • - • . ; , • . • . "• . . .- ,;; •/;••...••
'. (2) The financial information civen Above in items A. -and B. reflects

. . •• ;all a'djustaents which, in the opinion of management, are necessary
•••;' to a fair statement for the period reported on.' . . . . ' - - . . . .

Remarks: 1971 Financial data given above is unaudited.
. Printed report mailed to stockholders is attached.

• " ' " ' • ". •*•".!' ' . ' '*..
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• '- ' " " ' 'HBCIA MINIM} COMPANY

FORM 10-Q - Quarterly Report

SIGHATURES

Pursuant to the requirements of the Securities Exchange Act of

.'the registrant has duly caused this report to be signed on its behalf by " '" •;

the undersigned thereunto duly authorized. . • ; . • > ; • • - ' • • ' : ' .

HECLA MINING- COMPANY
^Registrant) . . ••

• ' • - • -• ' : '••":'';•/ '.'•

- . . ' - . . . . . ; " • ' . ; ; ; ; William J. Gri6rtieT7~Secretary

Date: August 12, 1971 . - : ' x- " • ; , - ' ; • ; • '•".: '• :''.~ '.'"'•'''.'' "'•''••"'.:.H--; ^-':V-' : l^'.---'

:S^f-^^.-£v'l%:^&^.
• - . . • ' . . - . * ' • . •• . . . i * -" . ' '••'•Vr - . - • • ' • . 'I'..1 '.'
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' ' • • ' • ' . J •• •• • • " • • ' . . - ' • •;• : ' .1 ' - : •• .•.•'• "•-..' ... ' ; '• '-."•'•.. '• v •"; • - . : - ' . ' . ' . " • • - ••; -.••.."•'• • • • . . ' •-, •'•;•'..•:'
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' . : i f » "'.• ' . . • ' • • ' • ' • • • ' . • ' . - - . " ' • ' ; ' - • - ' • ' • • • ' • ' . - ' :" V •- ' . - ' . " ' ' . • ' • »^ ' ' • • ' ' • •
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To the Shareholders of
Heclo Mining Company
The year 1976 was higniighred by subsrcnriai
operaring losses ar rhe Lakeshcre Mine and
a material loss of income ar tie Sunshine Mine.
Excellenr results were obrcined cr me Lud<y
Friday Mine, and rhe Srar-Morning Unir operation
achieved sonsfoacry results.

The Company's consolidated ner loss for rhe
year 1976 ^-as 55.438.215 or $0.79 per shore as
compared ro ner income or $5.953 6°° or
S0.87 oer share for rhe year 1975. Earnings per
share :n borh years nave been adjusted for
rhe 2% srod< dividend paid h 1976.

The principal reason for rhe loss in 1976 was rhe
Company's one-half interest in the operating
losses of the Lakeshore Mine in Arizona.
The Lakeshore Mine, a 50-50 partnership wirh
El Paso Natural Gas Company was placed on
an operational status for accounting purposes as of
April 1. 1976. and operating resul5 from rhat
rime forward, including current interest ccsrs. ate
reflected in rhe Company's regular income
accounts. Heda's share of ner loss from
rhe Lakeshore operation from April 1. 1976
through year end was S10.244.733. induding
amorrizorion and depretiarion of S3.136.000. and
inreresr expense of 53.040.296. Hecla s total
investment in rhe lakeshore Mine on
December 01.1976 was S10Q.470.699 excluding
worMng capital.

Lasses continue to be experienced by the
Sunshine Unir Areo due to a labor strike which
commenced March 11, 1976. and Hecla s
ner loss from this operation for rhe year 1976 was
$335.000 or S0.05 per shore, as compared ro
ner income for rhe year 1975 of $1.649.000 or
$0.24 per share.

The Company's equity in rhe ner loss of 35.4%—
owned Gronduc Mines. Limited, for rhe year 1976
was $406.400 or $0.06 per share, compared ro

an equity in ner loss of $782.200 or $0.11 per share
for rhe year 1975.

The operaring loss experienced ar rhe Lakeshore
operation was due to start-up COSR. difficulty
in achieving full mine production rates, and low
copper prices. Start-up problems have been
largely eliminated: as efficiency improved,
much progress was made in lowering unit
costs, especially during the last few months,
despire ever-increasing labor and supply cosrs.
Produaion is increasing and is expected to be at a
satisfactory level in rhe second quarter of this
year. Low copper prices conrinue. however, and
it seems doubtful rhat the operation con
achieve an operaring profit before depreciation.
amortization, and inreresr cosrs. unless at least some
small increase m rhe copper price is realized.

It should be noted that prevailing copper prices
are very low as related to copper mining industry
produaion cosrs. O/er the past 20 years rhe
copper price has averaged about 1.6 times
cost of production: if this rario were applicable in
1976 the average price for copper should have
been berween 90S and 10CW per pound—
versus rhe actual overage producer price for 1976
of 69a per pound (The New York Commodity
Exchange overage spot price during 1976 was
64.1<t per pound).

The merallurgical processing complex ar
Lakeshore, induding crushing planr.
concenrroror. roost-leach plant, sulfuric acid
plant, eleorowinning rankhouse. vat leaoh
and cementation plant, and rhe sponge iron plant
all operated effidenrty and have demonsrrared
design copotiry.

The oxide mine reached rated production capacity
in August, and although production dedined
in lore 1976, rhat mine is again near its normal
production rate. The sulfide mine has been

LS 001528

MARGRP CDAdm-1769



Description of Exploration and
Development Activity

During 1976 Heda's explorarioo efforts were
directed mainly ro rhe wesrem Unired Srares and
wesem Canodo in areas considered favorable
for rhe occurrence of gold, silver, copper-
molybdenum, lead, and zinc deposits.

The Company's principal exploration office is at rhe
corporate headquarters in Wallace. Idaho. Orher
exploration offices are maintained in Peno.
Nevada,- Denver, Colorado: and Vancouver. Orinsh
Columbia.

Expenditures on property examinations and
exploration and development related ro
nonprodudng properries amounted ro S1.300.000
in 1976, as compared ro S 1,149.000 in 1975
and S 1.066.000 in 1974. These figures include
capitalized development expenditures of £55.000.
$43.000 and S25S.OOO. respective ,̂ on rhe
LJard-Schafr Creek copper-molybdenum properry
in British Columbia.

Expenditures on exploration projects conouced
from North Idaho operartons accounted for
S622.000 of rhe roroJ 1976 expenditures.

Investigation of several areas in wesrem Canodo
was catted our during the 1976 field season and
this wo* wH! be continued in 1977. No furrner
Grilling waj done or rhe Liard-Schafr Creek property
during 1976; a moderate amount of drilling is
scheduled for 1977 or Uard. Additional diamond
drilling and buh sampling for metallurgical
rest wok which is nor yer scheduled, will
be required before find feasibility studies can be
mode.

In rhe Coeur cTAIene Darter of Idaho. Hedo s
exploration and development projects included
rhe South Morning, D.I A, Abor North, and
Wesr Independence properries in rhe Lucky Friday
and Star-Morning mine areas near Mullan: the
Chester Area of rhe Sunshine Mine and rhe

Consolidated Silver property in rhe Sitver Delt
west of Wallace.

The South Morning properry, owned by rhe Srar
Unit Area (Dunker Hill and Heda). was explored by
Heda under an agreement with Bunker Hill.
The properry lies south of rhe Srar-Moming mine
and covers a large block of ground bounded
on rhe north by rhe Paymaster fault and on rhe
south by the White Ledge faurr. The area was
explored on rhe Morning mine No. 6 Tunnel level
by a 1,600-foor westerly lateral and 6,400 feer of
diamond drilling. The lateral was completed in
1975 and the drilling in 1976. No significant
mineralization was. found and the explorarion
was rerminored.

The DJ A projecr will explore rhe LuaXy Friday
Extension, Gold Hunter, Independence and Abor
properries lying north and wesr of rhe Lud<y
Friday Mine. The properties are being explored by
a long northerly aassour on rhe Lucky Friday
Mine 4050* level. During 1976 rhe crosscut was
driven 1,759 feer, of which 619 feer were in
rhe DJA properry.

The Wesr Independence property ts being
explored from the 7000* level of the Sror-Moming
Mine. The 7300 Easr torero! advanced 1.069 feer
during rhe year and is now abour 3.900 feet
easr of the Srar-Moming No. 4 shaft with rhe lasr
1,600 feer in Wesr Independence ground. The
lateral will be extended an oddirionol 500 feer
sourheasreriy ro explore for possible ore
shoors along rhe projected trend of rhe Easr
Morning vein-faulr in rhe Wesr Independence
properry. No significant mineralization has been
found thus far.

Heda owns 50.1% of rhe outstanding common
shares of Consolidared Silver Corporanon. whose
properry is comprised of Heda's Sirver Summir Mine
and seven adjoining properties. In 196° me
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Mining
Operations and Interests
Lucky Friday Mine

. Coeur d'Alene Disnia— Idaho

Hecla's wholry-owned Lucky Friday mine produced
166.520 rons of ore assaying 14.41 ounces of
silver per ron. 10.91% lead, and 1.47% zinc in 1976.
compared wirh 1 73.245 rons of ore assaying
14.96 ounces of silver per ron. 10.71% lead and
1.29% zinc in 1975. Calculated ore reserves
ar year-end were 475.000 rons compared wirh
505.000 rons ar rhe end of 1975.

Operoring cosrs during 1 976 increased abour
5 percenr. Smelling rreormenr cosrs have
increased ever 45 percenr since May 1 . 1 975.
These cosr increases were parrty offset in 1 976 by
increased ronnage and by an increase in rhe
average price of lead from 21 .5<i per pound
in 1975 ro 2311 per pound in 1976.

Srope prepararion work on rhe 4250' level was
essentially complered. and rhe lengrh and renorof
rhe developed ore correspond favorably wirh
rhar or. levels above, lateral development
was starred on rhe 4450' level. The 4450' level
srarion work was also complered. and rhe lateral
sysrem advanced ro a point 300 feet sourh of
rhe shaft.

The moin shofr was deepened 1 87 feer ro
readi a poinr 172 feer below rhe 4660' level.
and partial packers were excavated for rhe 4660'
shaft

Installation of hoisring facilities in a 7-foor
diameter bored raise between 3050' and 4250*
levels was completed during rhe year. In addition,
a 4-feor diameter bored raise was drilled to
extend rhis service and ventilation raise to the
4450' level. Enlarging ro 7-foor diamerer
and extension of the hoisting facility ro provide
service ro rhe 4450' level are planned.

Sroping of rhe orebody continued m a sarisfacory
manner. Manpower availability was good
throughout the year and was accompanied by
an improvement 'm productivity. The mine is
in good condition and it is anticipated rfiar rhe
operation will continue its substantial conrribunon
ro earnings.

Srar-Moming Unit Area
Coeur d'Alene Disiria—Idaho

Heda is rhe operator of rhe Srar-Morning Unir Area.
Production from the mine is owned 30% by
Heda and 70% by The Bunker Hill Company.
Heda also receives a small royalty on ores
mined from rhe Morning section of rhe mine.

The mine produced 282.037 rons of ore during
1976. compared wirh 262.161 rons in rhe
preceding year. Heda's share of rhe 1976
production was 84.612 rons of ore assaying
2.98 ounces of silver per ron, 5.61% lead, and
6.05% zinc compared with 1975 production
of 84.648 rons of ore assaying 2.49 ounces of sirver
per ron. 5.00% lead, and 5.64% zinc. Hecla's 30%
share of the computed ore reserves was
344,000 rons at the end of 1976. as compared
with 394,000 tons at the end of 1975.

Operating costs at the Star-Morning Unir Area
were down slightly in 1976 as compared ro 1975.
Smelter treatment charges have increased well
over 60 percenr since July 1. 1975 (on the
basis of rhe Dunker Hill proposal as discussed
below). Revenues were deceased by a lower
average price for zinc The sharpry increased
smelter charges and ihe decrease in average zinc
price were parrty offset by a higher average
lead price and by mining of higher grade ores.

Ore produaion from ihe several Star-Morning
veins was again excellent throughout rhe year
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Mining Operations and Interests, continued

and planr and rhar mining would be starred
immediately after rhe labor problems are finally
serried.

There is lirrle ro report on operations because rhe
mine was dosed most of rhe year. However,
rwo operational items are noted: (1) Drift
development on the 4600' level extended rhe
length of minable ore on rhe Copper vein, and a
combined length of 880 feet of ore has now
been developed from four ore shoots along this
vein; and (2) installation of o new rock burst
monitoring system similar ro those at our
Star-Morning and Lucky Friday mines was
completed and became operational just prior
ro rhe strike.

In March 1974 Sirver Syndicate. Inc. filed a suit
against rhe Sunshine Unit Area owners daiming
rhar Syndicate owned 50% of the ores in rhe 625.
H and J veins in rhe Sunshine Mine west of a
dividing plane established by on agreement in
1940. and further daiming that Heda and
Sunshine conspired to withhold these ores. In
1975 Sunshine filed a cross complaint against its
Unit pormers. Heda and Silver Dollar, daiming
rhar Sunshine owned 100%ofrheseores. InHedo's
answer, ir datmed ownership of 33.25% of rhe
ores In question regcrdtess of rhe outcome of rhe
Syndtaow litigation. In November 1975 rhe
issue of Syndicate's ownership was tried, and on
January 22. 1976. the trial courr rendered a
decision in rover of Syndcate. The Company,
Sunshine, and Sflver Dollar have appealed this
decision ro rhe Idaho Supreme Courr. Ir is nor
known when briefc wfll be filed or oral argument
on this cose will be heard. The second and third
portions of rhe trifurcared case are nor expected ro
come ro nrfal until after decision of rhe Idaho
Supreme Court. Heda has nor reflected any
income from rhe disputed ores, bur failure ro prove
a proportional ownership of such ore in Heda
mignr have on adverse effect on future resulrs ro

be reported from Hecta's shore of Sunshine Unit
Area operations.

In July 1975 Sunshine Mining Company brought
suit against Heda and Sirver Dollar Mining
Company daiming rhar Sunshine has incurred
certain expenses for the No. 12 shaft and rhar irs
Unit pormers are obligated ro pay rheir
proportional shore of rhese expenses (33.25%
in the cose of Heda) plus interest. Hedo's answer
and counrerdaim stores rhar Hecla should nor
be charged for rhe costs of rhe No. 12 shaft on rhe
basis that its principal purpose is for development
of properties of other companies who nave
separate ogreemenrs with Sunshine. Heda also
contends rhar certain Unit Area charges by
Sunshine were and are improper, and
has demanded an accounting with respect ro
these items. Since 1956 the Unit Area
pormers hove paid the entire costs of certain
fbdliries and mine openings within rhe Unir Area,
induding rhe main No. 10 production shaft.
Heda daims rhar Sunshine does nor have rhe right
ro use these facilities and openings for any purpose
other man Unit Area operations without property
compensating the Unit for such use. The
proceedings in this suit are still in the
preliminary stages.

In June 1976 Heda and Sirver Dollar filed suit
ogainsr Sunshine daiming that certain funds
related ro anrtmony sales by Sunshine
were wrongfulry withheld by Sunshine and asking
for specific general and punittve damages.
Sunshine subsequently counrerdaimed ogainsr
Heda and Sirver Dollar daiming that certain sums
were owed by reason of certain fbdliries which
Sunshine hod placed in its new antimony
planr whkti have altered the facts, and that rhe
contract' should be reformed in order ro allow
Surtfiine o greater profit from irs Antimony Planr.
In rhe Company's Answer ro rhe Cross Qaim
rhe Company has alleged thar the fbdliries were
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Mining Operations and Interests, continued

The Lakeshore operation includes o major copper
ore deposit, with 2 mines in current production,
mine and surface plant faa'liries, and a
metallurgical complex producing elecrrowon
cathode copper and pelletized copper precipitate.

The Lakeshore ore body consists essenrialry of
0 parrs. The central core is a thick sulfide zone
with typical porphyry-rype mineralization.
Tacrire sulfide ore occurs or the base and marginal
ro the rhick sulfide zone, and an oxide ore zone
(formed by oxidation of a secondarily
enriched chalcocire blanker) overlies the thick
sulfide zone and is marginal ro it on the northwest.

Sulfide ore is being mined from the rhinner
racrire-sulfide zone, and the rhids porphyry sulfide
ore will be developed for mining at a later
rime. The oxidized ore is being mined concurrenrty
wirh the toaite-sulfide ore.

Sulfide ore is mined by a continuous panel<aving
method and transported ro an underground
primary crusher. After coarse crushing, sulfide ore
is moved from underground on a befr
conveyor ro the surface coarse-ore stockpile.

Oxide ore is mined by a panekaving method,
hoisied to the surface through a 14-foot
drcular shaft, crushed, and trucked to the
surface coarse-ore stockpile.

The oxide mining operation was very sarisfoaory
and reached its full production rare in Augusr 1976.
A fall-off in ronnoge occurred in the last 2
months of the year because mining reserves in
the blocks being mined were depleted
before adjacent blocks could be brought into
production. This was principally o marrer of
scheduling and should nor occur again. The oxide
mine is presenrty producing again or near its rated
capacity.

The sulfide mine has presented many difficulties

and is still nor up ro rated capacity. Mining
starred in the southeast portion of rhe rocrire
deposit, which is rhe lovesr grade parr of rhe racrite
ore body. Additionally, fulry concreted extraction
drifts driven under this portion of rhe ore
body were too far below rhe base of the ore and
caused considerable dilution by low-grade
material. As mining progresses northward this
problem is being alleviated.

fVoducrion ore from rhe extraction drifts is loaded
from draw points by rubber-rired load-haul-dump
equipment and dumped into ore passes ro rhe
main haulage level. These ore passes
plugged conrinuousry and were very difficult
ro reopen. Surge chambers were excavated at rhe
bottom of each ore pass to provide adequate
storage without allowing rhe raise ro fill, and rhe
problem has thus been alleviared; however,
considerable rime and production v*ere losr.

Parrty because of delays and parrty because of
incomplete underajrring of rhe ore for
caving, excessive ground weighr occurred which
caused failure of sealers of the extraction
drifts, resulting in expensive repair work. As aews
and supervision hove become more trained,
this problem has become of much less effect.

It is new anticipated that rhe sulfide mine will
reach approximareV 80 ro 90% of its
rated producion capacity during rhe second
quarter of 1977.

Oxide ore is treated in o vat leading plant where
it is leached with sulfuric odd followed by
precipirarion-wiih sponge iron. The copper
predprrore is then pellerized and shipped ro a
cusrom smelter. The peHerizing operation has nor
been sorisfaaxxy. and acrion is now being
taken ro correct this problem.

The sulfide are is concentrated, and the
concentrate is reared in rhe roast-leach plant.
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Mining Operations and Interests, continued

year no 1 26% copper during 1976 compared
wirh on overage of 1.20% for 1975 The
major developmenr program for mining rhe
reserves below rhe 2600 level was also affected
by rhis cur-bock'. Alrhough rhe decision poinr for
a shafr-hoisr ore handling opnon was pasr or
rhe end of rhe year, rhe reduced exrracnon rare
deferred a decision on rhe mrermediare
rrud<ing-shafr alremarive unril January 1979.
and rtie mjaXing-only opnon unnl January 19QO."

Oy rhe end of 1976 a roral of 12.055.000 rons of
ore hod been milled, and ore reserves or rhe
end of 1976 were esrimored os 17.958.GOO rons
of ore averaging 1.66% copper before dilution,
compared with 19.606.000 rons of ore averaging
1.69% copper before dilution or rhe end of 1975.
These reserves indude tie ore blod« below
rhe 2600' level.

Results from 1976 operations were again
unsatisfactory because of rhe low copper price,
and rhe Lessees reporr o deficiency in defined ner
proceeds as of December 31. 1976. of which
Gronduc Mines. Umirecfs 22'/2% share is S261.491.
This deficiency musr be made up by rhe
Lessees from future mine operating profirs before
any further payments ore due Granduc Mines.
Limired. Granduc Mines, Limited reported
an esrimaed net toss of S1.148.564 for 1976
compared with o ner loss of S2.210.315
for 1975 whicn inducted ner proceeds on an
accrual basis of accounting of $255.163 in
the year 1976 and a deficiency of S347.024 in
rhe year 1975. These losses inducted amomzarion
and depterton deductions of S 1.002.100 and
$401.600 for exploration, odminisrrarion. raxes,
interest accruals on notes, and advances
from mining companies; comparable amounts
for 1975 were 51.460.200 ond $430.600.
respeaivery. Heda has recorded under rhe
equiry method of occounring iis 35.4% share of
these atlocoble losses in the amount of S406.400
in 1976 ond $662.200 in 1975.

If is uncertain or this rime when and ro whor exrenr

further royalty will be realized by Granduc
Mines. Limited.

Further derails of pertinenr provisions of rhe lease
and financial results are ser forth in Nore 6 ro
rhe Financial Sraremenrs.

Ace Concrete Co.
Spokane. Washington

On September 1. 1976. rhe operaring assets of
Ace Concrete Co. of Spokane. Washington, a
wholly-owned subsidiary of Heda Mining
Company, were sold for $2.000.000. The purchaser
also paid agreed amounts for values of certain
inventories. Hedo manogemenr had been
considering disposition of this property for some
rime in view of its low rerum on invesrmenr.

Ace Concrete Co. was formed by Heda in 1959
when it acquired rhe assers of predecessor owners.
Inducted in rhe sale were Ace's ready-mix
concrete, sand and gravel division, and rhe
presrress concrete division, which are situated in the
Dishman area easr of Spokane, and rhe portable
division which provided concrere aggregates
or various locations in Washington and Oregon.

Over the preceding ftve years Ace sales averaged
approximorely S3.100,000 per year, and ner
income averaged S 106,000 per year, ranging
from S24.000 ro $176.000.

Since its acquisition in 1959. Ace has nor paid
any cosh dividends ro Heda. Hedo's equiry
in invesrmenr in rhe subsidiary, including loons,
averaged approximarery S1,600.000 over rhe
preceding 5 years. In addition ro rhe S2.000.000
purchase-price for rhe operaring assers. plus
payment for inventories. Hedo realized an
additional several hundred thousand dollars on
liquidation of Ace Concrete's remaining working
capital which was nor included in rhe sale.
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Metal Markets and Prices
Silver
The Handy 6 Harmon average price was $4.35
per ounce in 1976. compared ro $4.42 per ounce
in 1975. and $471 per ounce in 1974. During
1976 the low was $3.82 on January 26: the high
was $5.10 on July 6: and ar December 30 the
Handy 6 Harmon price was $4.375 per ounce.

Speculative interest continued high, and silver was
rhe most heavi V traded commodity in 1976
futures markers.
In 1976 U5. mine production is estimated
at 34 million ounces with industrial consumption
of 170 million ounces, compared ro 35 million
ounces of mine production and 158 million ounces
of consumption in 1975. Commodity Exchange
inventories in Chicago, New York, and London
increased from 142.0 million ounces ro
144.3 million ounces during rhe year.

Preliminary figures for 1976 indicare free world
consumption was 422 million ounces, and
new mine production was 244 million ounces.
The resulting 176-million-ounce primary deficit was
filled by salvage and above-ground inventories.
Comparable revised figures for 1975 were
free world consumption of 394 million ounces
and new mine produaion of 238 million ounces,
resulting in a 156-million-ounce primary defidr.
More than 75% of mined silver is a by-produa
from copper and lead mines. Therefore,
production will not reodiry respond ro the
increasing demand expected for industrial
and monetary use.
On October 1 rf
Preparedness Ag
approved a red<
stockpile goal fc
22 million ounce
Heda Mining Co
nor befleve this \
prudent dcd"'
rrv-ttv~^Mfcvk rUJi HJBIIiy (,

security Inev
or other emc

Ifld|
*l
\

SKJII
xjrr
enr
«ye

m^mm

\e Feder
lency
jaion in
r silver fr
•s rozerc
mpany
•vasa
in

xstond
of war
ncy.

^̂ ^M

d

rhe
om
j.
does

I
f
r

•̂̂
I — 405«

400

300

200

100

0
1967 1«6« 1969 1970 1971 197} 1973 1974 197) 1976

Silver N*~YO* Hondy 6 Mormon

Lead
The domestic lead price was 19« per pound or
the beginning of the year, increased ro 21<
on March 10. ro 23<t by May 14. and moved up ro
a splir price of 24.5<t - 25<t on July 10. The price
funher increased ro 25.5<t - 261 by October 6.
which was the year-end price. The average 1976
price was 23.10S per pound, compared ro
21.504 in 1975. and 22.534 per pound in 1974..

Estimated 1976 U5. lead consumption in all forms
rose ro 1,402.000 tons as compared ro 1,297.000
tons in 1975. U5. 1976 supply was abour
1.526,000 tons, which induded 606.000 rons of
recoverable mine production. 690.000 rons
recovered from secondary production. 167,000
rons of net imports, and 60,000 rons of
inventory reduction. This compares with 1.395.000
rons in 1975 which induded 621.000 rons of
mine production, 655,000 tons of secondary
production, 117,000 rons of net imports, and a
2,000-ron decrease in inventory.

Lead srocHs at U5. primary smelters and refineries
dxanged from 81.000 rons at year-end 1975
ro 44,000 tons or the end of November 1976. No
sales were made from the 1)5. government
601,000-ion stockpile. On October 1 the Federal
Preparedness Agency approved a new stockpile
goal of 865,000 rons, increased from 65.100 rons.
Lead producers and users are under pressure
from government ogendes to reach impracticable
and cosrty further reductions in vehide and
plant emissions as well as working environments.
Nevertheless, we consider the lead marker
will continue strong over
the nexr year. £—| 23.1*
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Hedo Mining Con% / and Wholry Owned Subsidiaries

Summary of Operations
Yeoo Ended December 31

1976 1975 1974 1973 1972

Sales of concentrates and
products $34.044

Income (loss) from continuing operations
before income raxes

Provision (credit) for income raxes
Income from discontinued operations,

after applicable income taxes
Net income (loss)

(in itxxsands exaepr tor per shore amounij)

$25,425 $25.028 $15,589 $17.004

(11.159)
(5.227)

494

9.050
3,420

24

12.374
4.074

141

5.643
1,477

69

2.817
438

Average number of shares
outstanding (3)

. Net income (loss) per share:
Continuing operations —
Discontinued operations ..

6,652

$067)

Stock dividend.

K.79)

2%

6.852

$.86
.01

2%

6.852

$1.21
.02

4,235 $ 2.500(2)

6,852 6.852

2% 2%
NOTES:
(1) Heda and its wholly owned subsidiaries are engaged in mining, concentrating and

processing of non-ferrous metal ores. During the past five years the percentage
of total sales and revenues contributed by products were as follows:

1976 1975 1974 1970 1972

Coooer
Silver
Lead
All others*

36.6%
32.2
22.9
6.3

100.0

09%
623
264
10.4

100.0

1 0%
604
269
11.7

100.0

10% 62%
54 2 37 8
35 1 34 8
9.7 21.2

100.0 100.0
•No single product listed in the column contributed in excess of 15% of total soles.
Excludes sales and revenues of discontinued operations.

(2) After deducting extraordinary charge (net of applicable income rax) of $545,000
or 64 per share resulting from rhe Sunshine Mine fire disaster.

(3) Adjusted to reflect rhe 2% stock dividends paid in August of each year.

Management's Discussion and Analysis of
The Summary of Operations
The ntr los realized in 1976 as compared with
the ner Income earned in 1975 was primarily
anribuobte to rhe significant operating loss
($14,651,037) of rhe Lateshore Mine which was
placed on an operational status on April 1. 1976.
coupled with rhe adverse effect of rhe dosure
of rhe Sunshine Unit Area or rhe Sunshine Mr>e due
ro rhe sfffre which commenced March 11. 1976.
and which is srill in progress at this rime. Increased
operating and smelter concentrate rreormenr
costs incurred in 1976 were offset in part by
increased production, improved average grade of
ore mined, and improved lead prices realized or
rhe Company's other North Idaho operations.

There was also a decease in rhe Company's share
in ner lasses of 35.4% owned Gronduc Mines.
Limited, based on rhe equity method of accounting.

The decrease in nef income for 1975 from 1974
was primarily attributable ro lower average silver
prices, subsrontialry increased operating and
smelter treatment costs, a reduction in net gain
from sate of securities, and a significant increase in
rhe Company's share in equity in ner losses of
35.4% owned Granduc Mines, Limited. Gronduc
results reflected continuing increased operating
costs and sharply lower world copper prices
when compared to those that existed in earty 1974.

16 LS 001542
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Hedo Mining Corr., iy and Wholly Owned Subsidiaries

Price Range of Hecla's
Capital Stock
For the years ended December 31.1976 and 1975

1976
Firsr Quarter
Second Quarter
Third Quarter
Fourth Quarter

High
S l75/e

17
IS3/*
13

Low
S 13%

13s/a
103/a
l03/8

1975
Firsr Quarter S 203/* $ 131/2
Second Quarter 23% 151/a
Third Quarter 237a 16^
Fourth Quarter 177/a 13

Above prices ore based on rhe quotations of rhe New York Stock Exchange,
rfie exchange upon which the Company's stock is most actively traded.

Hecla Mining Company
Incorporated under rhe laws of ihe State of Washington. July. 1896.

Capitalization—12.000,000 shares of a par value of 25<t each (63.000.000)
of which 6.551.680 shares were ounranding on December 31. 1976.

Main Office, Heda Building. Wallace. Idaho 83873.

Eastern Transfer Agent
RegSior and transfer Company. 140 Cedar Street. New York. NY 10006

Eastern Registrar
fStonufcaurers Hanover trust Company. 40 Wall Street. New York, NY 10015

Western Transfer Agent
Spokane and Eastern Branch. Searrle-Firsr National Dank. Spokane. WA 99210

Western Registrar
Pacific National Dank of Washington. Spokane. WA 99210

Shares of rhe Corporation are iroded on the New York Stock Exchange. New York. NY.
rhe Spokane Stock Exchange, Spokane. WA
and rhe Pacific Coost Stock Exchange, San Francisco. CA.

LS 001544
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Hedo Mining Con ̂ ony and Wholly Owned Subsidiaries

Consolidated Balance Sheets
December 31. 1976 and 1975

Assets

Current Assets:
Cash(Nore3) $ 5.035.922
Due from soles of products 4,496.042
DuefromLokeshoreMinepormer(Nore2)
Accounts and notes receivable 2.104.601
Inventories 7,266.552
Prepaid expenses 410.994

Total current assets 19,419,141

Investments and interests in mining properties:
Granduc Mines, Limited (NP.L)

(Nore6) 6.060.260

Marketable equiryseojriries.atmart(er(Nofe4) — 2,011.760

Other 515.626

Properties, plants and equipment,
or COST, less accumulated

depredation, depletion and
amortteorton(Ncres2and7) 106.919,100

r

£
OrfwrAssen 264.729

S107.790.674

1976 1975
9,868.267
4,941.673
1.000.335

924.S54
4.157,733

248.157
22.151,039

6.769,663

2,525.622

564.001

104.828,701

275.735
$137,114,761

The accompanying notes are an integral parr of (he financial statements.

20 LS 001546
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Hedo Mining Comcx, y and Wholly Owned Subsidiaries

Consolidated Statements of
Changes in Financial Position
Forihey«n ended December 31. 1976 and 1975

Source of Working Capitol: \ W i \ J
Ner income (loss) from conrinuing operations S (5.931,804)
Add—Expenses nor requiring outlay

of working capital:
Depredation, depletion and amortization 3,339,235
Increase (decrease) in deterred income raxes — (5,326.700)
Equity in ner loss of Granduc Mines, Limired 406.400
Less: Gain on sale of securities, induded

in proceeds, below (362.517)
Working copiral provided (used) by

continuing operations (7.675.416)
Discontinued operations:

Income from discontinued operarions 493,619
Less: Gain on sale of assets of Ace Concrete Co.

included in proceeds below (661,314)
Increase in deferred income raxes 455,500

67.805
Working capital provided (used) by operations . -(7.607.611)

Proceeds ftom sales of securities 559.506
Proceeds from sales of property and equipment — 1.966.487
Ptoceeds from partial liquidation of

invesrmenrinGranducMines.Limired(Nore6) ...
Borrowings from banks 7,960.000
Increase in pension plan reserve 9,564
Other, ner 202.244

Total source of working capital 2.900,242

Use of Working Capitol:
Increase in current portion of notes payable to banks 798,000
Property additions

Lakeshore 8.105,607
Other 081,000

Increase (decrease) in other assets (11.006)
lord use of working capital 9.270,661
(novas* (decrease) in working capital S (6.040,419)

Changes In Components which Increased
(Decreased) Working Capital:

Cash S (4,852.065)
Receivables : (1.174.169)
Inventories 3,126.619
Prepaid expenses 165,607
Accounts payable and accrued expenses (2,602.978)
Current portion of notes payable to banks (798.000)
Acauedtaxes (160.540)

Increase (decrease) in working capital S (6.040.419)

The accompanying notes are an integral part of the financial statements.

22

1975
S 5.920.748

357.570
0.779774

782.200

(048.541)

10.500.754

20.951

20.951
10.524.705
515.175

278.078
22.560.000
890.169

04,768,427

4,020.000

27.871,172
000.925
51.027

0.678.012
904,455

0.007,126
77,592

(2.267.809)
(4.020.000)
992.927

LS 001548
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Heda Mining Company and Wxdty Owned Subsidiaries

Notes to financial Statements
1. Summary of Significant Accounting
Policies:
Oasis of consolidation—The consolidated
finandal statements indude the accounts of the
Company, its wholly owned subsidiaries and
its propomonare share of the accounts of
the joint ventures in which if participates.

Inventories—All inventories are stared at lower of
average COST or estimated net realizable \olue.

Investments—The Company follows the equity
method of accounting for investment in common
stock of companies 20% to 50% owned.
Marketable equity securities are carried at ihe
lower of cost or market. Investments nor
intended for resale or nor readily marketable are
induded in other investments at cast.

Properties, plants and equipment—Properties,
plants and equipment ore stared at cost.
Maintenance, repairs and renewals are diorged
to operations. DerrermenB of a major nature
are capitalized.

Interest expense—Interest expense on loans from
banks applicable TO the Lokeshore Mine was
capitalized as parr of Project costs through
March 31, 1976. The Lakeshore Mine was placed
on an operational snatus on April 1, 1976 and
inreresr expense subsequent to this dare has
been charged to operations; previously capitalized
inreresr expense b being amortized by charges
to earnings over the estimated life of the Mine.

and depletion— Depredation on the
Ldmtac Mine is computed, generally, on a

egimoted
useful life. Wten depredabie assets are sold or
otherwise retired from service, thef cost, less
amounts realized on sale or salvage, is charged or
credited to the occumutoted depredation
account. Prior to the dare the Lakeshore Mine
was placed an an operational status, depredation
was dxrged to deferred development costs.
Depredation on other properties is computed,
generally, on the aedining-balance method.
D^etxxiJsoompuredonaunit<!f-prcxJua1onbasis
on estimated ore reserves.

24

Mine exploration and development—Exploration
costs are charged to income as incurred, as are
normal development costs at operating mines.
Major mine development expenditures at
operating properties and development
expenditures or new mining properties nor yet
producing are capitalized and amortized,
generally, on a unit-of-produoion basis determined
in relation to esrimared ore reserves.

Pension plans—The Company funds pension
costs to the extent of oauaridry computed current
service costs plus amortization of prior service
COSTS over a 10- to 30-year period.

Income taxes—Income taxes deferred
arise prindpdly from major mine development
expenses which are deferred and amortized
in the flnandd statements and deducted currently
in the income tax returns. Investment rax credits
are treated as a reduction of income rax expense
in the year in which the assets ro which they
apply are placed in service if there is reasonable
assurance that the credits will be realized.
Investment credits arising in 1976 were nor
token into account in providing for taxes.

Net income (loss) per shore—Ner income (loss)
per shore is based on the weighted average
number of shares of stock and stock equivalents
(stock options) outstanding during the year.
No srock equivalents are induded in the
computation for 1976 or 1975 as the stock options
were onrt-dflurive. Per-share amounts hove
been adjusted retroacrivery to reflect the 2%
srock dividends paid in August of each year.

2. Lakeshore Mine:
Heda and Q Paso Natural Gas Company eoch
own a one-half inreresr in a large copper ore
depost in Arizona known as the Lakeshore Mine.
B Paso owns 16.77% of Heda's capital sock.
Under the amended agreement whh B Paso,
which became effective as of January 1. 1973,
B Paso 'provided all the funds far development of
the property from that date until they equaled
certain defined expendhures contributed by
Redo through December 31, 1972. Tha
equalizing occurred in early 1974, and sno?

LS 001550
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Notes to Financial Statements, continued

5. Income Taxes:
The components of the tax provision (aredir) ore os
follows:

1976 Continuing Discontinued
Op+forions Op> potions Torol

Currently payable:
Store and local — $ 99.300 99.300

Deferred:
Federal
Star* and local...

(3.097.500) t 455.500
(234.200)

(5.326.700)

(4.637.000)
(234.200)

455.500 (4.671.200)

1975
Currenrty payable
Srore and local.... $ 132.000 $ 13ZOOO

Deferred:
Federal 3.106.700 $ 5.100 3.111.600
Store and local.... 161.200 161.200

3.267.900 5.100 3.293.000
$ 3.419.900 $ 5.100 S 3.425.000

The 1976 ner deferred rax aedir results prindpaily
from utilizing available ner operaring losses to
offser deferred tax provisions of prior years.

The 1975 deferred tax expense resul5 principally
from mine development expenses which were
capitalized for financial sraremenr purposes and
expensed for rax purposes.

Toed tax expense (credr) is less than the amounr
whid*v*ajkj be provided by applying the U5.
Fedml income tax rate of 46% ro income (lass)

The reasons for this difference
as a percentage of pretax income

(loss)) ore as follows:

1976 1975

Computed "sfcfuioiy'
rax expense (creo*) (46%) 46%

Efrecr of perceniooe depletion (15) (23)
Minimum rax 10 5
FJfeaof less of
GranducMlnes. Limited 2 4

Sra* and local income taxes (1) 2
Reversal of invwtmenraeolr 4
Other _1 _!

(47%) _37%

26

For Federal income rax purposes the Company
has operaring lass carryforwards amounring
ro approximately $05,461.000 or December 31.
1976. with 51.146.000 expiring in 1977
$11.831.000 in 1960. and S22.4fl4.000 in 19SO

The Company has invesrmenr tax aedir
carryforwards of S2.828.000 which are available
ro reduce future U.5. Federal rax liabilities, if any.

6. Investment in Granduc Mines.
Umited (N.PJJ:

1976 1975
5ft% redeemable cumulative
preferred sock 357.000 shares
$5 par value (100% owned).
arcojf $1.650.646 S1.650.S46

Common stock 1.169.700 shares
(35.4%cwwnedorequiry) 3.277.542 3.633.942

5'/i% Notes Receivable (face
amounts $1.551.500
CanocSon) 1.434.695 1.404.695

$6,363.263 86.769633

On October 1,1965. Granduc leased subsranrialry
all of its properries in British Columbia. Canada
for a rerm of 50 years (with an option ro renew for
25 years) ro Granduc Operaring Company, a
wholly owned subsidiary of Newmonr Mining
Corporarion. and ASARCO Incorporared. Under
the terms of the lease, the Lessees provided all
necessary funds, services and eauipmenr ro pur rhe
mine inro production, and such preproduaion
costs are nor chargeable ogoinsr Granduc
Mines, Umited. Granduc receives a 221/j% share
of defined net proceeds realized from the Gronduc
M^e after March 1. 1971. After 02.500.000 shorr
tans have been milled, the percentage will
increase from 22tt% to 25%. A toral of 12.055,000
rons have been milted ro December 01. 1976.

The Lease Aareemenr of 1965 provides rhar o
minimum' of 80%. of the flrsr defined ner proceeds
received by Gronduc Mines, Limited be commirred
ro aoncurrenr redemption of Heda's shores of
514% preferred srooX, and'prior advances mode
by the Lessees, plus dividends and inreresr.
respecrtveV. accumulating thereon after rhe dare
of beginning operorions. Heda waived
dividends on its preferred shares and rhe Lessees
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Notes to Financial Statements, continued

half yeais. Options for 90.099 shores were gronred
in 1974. No options hove been exercised no
dare. Options for 4,190 shores expired in 1976,
and the option srarus or December 31, 1976
is as follows: „ _,

Option fttce
No. of
Shores Py Shore Torol

Shores undef opnon
at December 31. $18.50-
1976 85.006 $21.84 S1.690.279

Options prwenrty
exercuable —

$18.50-
58.076 $21.84 $1.175,424

No amounts are reflected in income in connection
with rhe granr or exercise of options.

9. Employee Benefits:
The Company and its whdy owned subsidiaries
have pension plans covering subsranriaHy oil
employees. Total pension expense charged
ro income was S673.000 for 1976 and S544.000
for 1975. Dosed upon rhe latest actuarial
information available, rhe unfunded past service
costs were appraximarely S1,780,000.

During 1976 rhe Company adopted a Deferred
Compensation Ptan, which permits eligible
officers ro defer a portion of their compensation.
The deferred compensation is cfarriburable in
cash after i element or termination. The amount
deferred at December 31.1976 is 560.585.

1(X^
^Z 1°7Z a disastrous fire occurred at rhe

1 operated by Sunshine Mining
Y\r\ which 91 miners lost ther

DvesA" o msut; suits were brought in Federal
Court by certain of the widows and heirs of
the deceased miners and a suit was also brought
by Sunshine Mining Company claiming thar
certain manufacturers of produas used in rhe
mine and the US. Bureau of Mines were negligent
in allowing certain flammable materials to be
in the mine. 'TWO of the manufacturers have filed
third parry compkanrs against Heoa and
twelve others daiming that these parries had joint
control with Sunshine and negilgentty failed to
exercise due care as mutual agents and principals
in rhe operation of the Sunshine Mine and asking

28

for contribution in the event that ihe plaintiffs are
successful in their aaims. In 1976 o morion for
Summary Judgment was filed on behalf of rhe
Company and, after ord argument, rhe
Federal District Court granted Summary Judgment
dismissing the case against the Company. This
decision of the Courr has been appealed no
the Circuit Court of Appeals. The Company and its
counsel are of the opinion thar the decision
of the Disnicr Court dismissing rhe Company will
be upheld.

It is the opinion of the Company and its counsel
that rhe outcome of the aforementioned suit
and of other additional miscellaneous litigation
and proceedings now pending will not materially
affect rhe operations or rhe financial position of
the Company or of any of its subsidiaries.

11. Discontinued Operations:
On September 1, 1976, the Company sold
subsfonrtdry at of the operating assets of Ace
Concrete Co, a wholly owned subsidiary,
for $560,000 in cash and S1,440.000 in shorr-rerm
inreresPbeoring notes receivable which were
paid on February 1, 1977.

12. Replacement Cost:
Under new rules of rhe Securities and Exchange
Commission, current replacement cost irrfomnation
for metal inventories and the effect thereof
m computing oast of sates are to be dbdosed in rhe
Company's Form 1&K filed wirh rhe Commission.

The current replacement cast of rhe Company's
metal inventories, which prindpaHy relate to the
Lakeshore Mine, and rhe assoaared cost of
sates using current replacement costs, are generally
lower than comparable historical costs because
Loheshore metd inventories were produced at low
mine production levels, with resulting higher
unit costs than would exist at normal production
levels. Current replacement cost of minor amounts
of meroi inventories and assoaared oast of
sates at other locations are not significantly differenr
from comparable historical amounts. For financial
statement purposes, all metal inventories are
stared at the lower of average cost or estimated
net realized value.
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Officers
William H. Love
Presidenr and Chief Executive Officer
Gordon M. Miner
Vice Presidenr—Operations
Herbert E. Harper
Vice Presidenr— Exploration

*Horton Herman
(of Counsel). Paine. Lowe. Coffin. Herman and
O'Kelley. Attorneys or Low, Spokane. Washington.

**William H. Love
Presidenr ond Chief Executive Officer of Hecta
Mining Company. Wallace. Idaho.

William T. Pettijohn
Senior Sraff Consulranr of Parons-Jurden Company:
formerty General Manager of Mines with New Jeney
Zinc Company, Tucson. Arizona.

*Lester J. Randall
Formerty Chairman of rhe Board of Hedo Minjog
Company (fterired December. 1972). Coeur a'AJene.
Idaho.

William A. Griffith
Vice Presidenr—Metallurgy
James H. Hunter
Vice President
William J. Grismer
Vice President—Finance 6 Sec-Treos.

Directors

•Member of Executive Committee
"Chairman of Executive Committee

Edward McL Trttmann
Formerly Chairman of rhe Board and Chief
Executive Officer of American Smelting and Refining
Company (Retired April, 1971). P,eno. Nevada.

W. Dumey Warren
Director. Executive Vice Presidenr and Treasurer.
The El Paso Company, whose prindpol business
(generally operaring through subsidiary companies)
is rhe producrion. distribution ond marketing of
natural gas. manufacture of petrochemicals and
rhe producrion and marketing of copper products.
Houston. Texas.

John R. (Jack) Williams
Editor and Publisher. Central Phoenix Sun;
formerly Governor of rhe Stare of
Arizona. Phoenbc Arizona.

Management Staff
Corporate Headquarters and

Idaho Operations Wallace, Idaho
Presidenr and Chief Executive Officer WllBom H. Love
Vice Presidenr—Operations Gordon M. Miner
Vice Presidenr- Exptorarion Herbert L Haiper
Vice Presidenr-Metollurgy Wlllam A. Griffith
Vice Presidenr- Finance and

SeaeraryTrecsurer V»am J. Grismer
Chief Engineer Votoct L Crondd
Controller and Assistant Treasurer Thomas T. Gies
Investment Manager PMp M. Undstrom
Geoerol Mill Superintendent ME-MaXee
Assistant Secretary Wayne L SchoonrnoXer
Marketing Coordinator Ned M. Tower
Personnel Manager Gus Vc*olW

Srar-Moming Unit Burke Idaho
Manager William Anderson
General Mine Foreman Ray Kanneopord
General Mill Foreman H. James Curtis

Lucky Friday Mine Mullan, Idaho
Manager Arthur Drown
General Mine Foreman Norman A. Graham
General Mill Foreman Letand C Penan

LaKeshore Mine Casa Grande. Arizona
Vice Presidenr and General Manager James H. Hunter
Assistant General Manager George L Wilhelm
Administrative Assistant Gilbeno I. Valdez
Mine Manager E. W. Cahoyne
Metallurgical Manager Paul M. Musgrove. Jr.
Manrenance Manager Derk Perdok
Hydromerdlurgtcd General

Superinrendenr J. Gordon Craig
Pyromerallurgical General

Superinrendenr Donald L Simpson
Chief Engineer Thomas W. Phillips
Administrative Manager Wchord A. Johnson
Industrial Pelarions Manager Reinhotd Leske

Exploration Offices
Voncovrver. D.C
Manager Philip I. Coniey
Denver. Colorado
Manager James S. Hastings
Reno. Nevada
Manager WIIBom P. Johnston
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ATTACHMENT 9A

AMENIMENT, Made aa of January 5, 1971, to that certain Agreement made

aa of August 10, 1970 (the "Agreement?), by and between HECIA MINING COMPANY

("Hecla"), a corporation organized and existing under the lavs of the State

of Washington, with its principal offices at Wallace, Idaho, and GOLCONDA

MINING CORPORATION ("Golconda"), a corporation organized and existing under

the laws of the State of Idaho, with its principal offices at Wallace, Idaho,

now known as "Golconda Corporation."

WHEREAS, counsel for Hecla and Golconda, respectively, have, based

upon discussions with certain members of the staff of the Securities and

Exchange Commission who are in the process of reviewing applications now

pending by both parties for orders under the Investment Company Act of 19UO,

as amended, advised their clients that this amendment is in the best interests

of both parties;

NOW, THEREFORE, in consideration of the foregoing and the mutual cove-

nants and agreements contained herein, the parties hereto hereby agree that:

1. Paragraphs 1 and 2 of the Agreement shall be eliminated In their

entirety, and each succeeding paragraph thereof and references to any con-

tained la the Agreement, shall be renumbered accordingly.

2. Paragraph lv of the Agreement (renumbered Paragraph 2) shall be

amended by striking therefrom the phrase "If the Deregistration Order refer-

red to in paragraph (1) shall be granted but shall fall to contain the

conditions set out in paragraph (1) above," but the remainder of said

paragraph shall remain In full force and effect.

3. In all other respects the referenced agreement between the parties

shall remain unchanged.

IN WITNESS WHEREOF, Hecla and Golconda have caused this amendment to

be executed, attested and delivered by their duly authorized officers named
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below and have caused their respective corporate seals to be affixed hereto

as of this fifth day of January, 1971.

HECIA MUTING COMPANY

(Corporate Seal)

Atteot:

Secretary

(Corporate Seal)

Attest:

// /Cnairman of the Board

GOLCONL& COREORATIOB
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ALICE CONSOLIDATED MINES, INC.
(An Idaho Corporation)

Wallace Idaho

NOTES TO FINANCIAL STATEMENTS
September 30, 1971

NOTE 1:

Mining properties have been recorded at $800,000 which was the
par value of the capital stock issued to the respective transferor
companies in exchange for the properties. At the time of issuance, the
shares of Alice Consolidated Mines, Inc., had no determinable market value.
The income tax basis of the property is approximately $302,500.

The market values of the shares of Mullan Silver-Lead Company
and United Lead Zinc Mines Company,as indicated by the bid price,quoted
prior to the exchange of shares with Alice.

The number of shares issued to each of the transferor companies
was determined by the weighted percentage of the acreage each contributed
to the corporation as evaluated by independent geologists and which re-
sulted in the following stock issuances and valuations:

Company

Alice Silver-Lead Mining Company
Mullan Silver-Lead Company
United Lead-Zinc Mines Company
Golconda Mining Corporation
Square Deal Mining £ Milling
Company, Limited

Totals

Percentage
of total

28.95%
21.20
35.40
10.08

4.37

100.00%

Shares

2,316,000
1,696,000
2,832,000
806,400

349,600

Value
Assigned

$231,600
169,600
283,200
80,640

34,960

$800,000
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AUDITORS1 REPORT

To the Board of Directors and Shareholders of
ALICE CONSOLIDATED MINES, INC.:

We have examined the balance sheets of Alice Consolidated
Mines, Inc., as of September 30, 1971, and as of December 31, 1970,
and the related statement of changes in stockholders' equity, cash
receipts and disbursements and the development account from date of
incorporation (July 11, 1969) to December 31, 1970, and for the nine
months ended September 30, 1971. Our examination was made in
accordance with generally accepted auditing standards, and accordingly
included such tests of the accounting records and such other auditing
procedures as we considered necessary in the circumstances.

The Company is capitalizing net costs incurred during the
non-productive stage which costs are to be recovered as ores are
extracted, if and when commercial ore bodies are developed and mined.
As of the date of this report, the Company was in a non-productive stage.

In our opinion, subject to the ultimate realization of the
carrying value of the mining properties described in Note 1 to balance y f
sheet, the aforementioned balance sheets present fairly the financial \f
position of Alice Consolidated Mines, Inc., at September 30, 1971, and /\
December 31> 1970,,in conformity with generally accepted accounting / \
principles, except^as stated above, applied on a consistent basis. /

P. R. O'SHAUGHNESST
\ Certified Public Accountant

Ellensburg, Washington ',
October 8, 1971 ,

' G-..X ./'«'
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ALICE CONSOLIDATED MINES, INC.
(An Idaho Corporation)

Wallace Idaho

BALANCE SHEET
September 30, 1971 and December 31, 1970

A S S E T S

CURRENT ASSETS
Cash in bank
Account receivable

Total current assets

PROPERTY
Mining claims - par value of capital stock
issued therefor (Note l)

Capitalized development costs (Note 2)

OTHER ASSETS
Organization expense

Total

September 30, December 31,
1971 1970

$ 638.81
10,000.00
10,638.81

800,000.00
18,853.07
818.853.07

397.70

$ 5,626.59
10,000.00
15.626.59

800,000.00
22.76U.26
822.76U.26'

397.70

$829,889.53 $838,788.55

L I A B I L I T I E S A N D S H A R E H O L D E R S ' E Q U I T Y

CURRENT LIABILITIES
Accounts payable
Note payable, bank

Total current liabilities

SHAREHOLDERS' EQUITY
Capital stock, par value ICtf per share,
authorized 10,000,000 shares of which
8,028,675 are issued and outstanding

. Paid in capital in excess of par

Total

$ 1,215.00

1,215.00

802,867.50
25.807.08
828.67U.58

$ 5,113.97
5.000.00
10,113.97

802,867.50
25.807.08
828.67̂ .5̂

$829,889.58 $838,788.55

See accompanying notes.
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ALICE CONSOLIDATED MINES, INC.
(An Idaho Corporation)

Wallace Idaho

STATEMENT OF DEVELOPMENT ACCOUNT
From date of incorporation (July 11, 1969) to December 31, 1970

and the nine month period ended September 30, 1971

BALANCE, beginning of period

ADDITIONS
Legal expense
Office services
Office supplies and expense
Geological and engineering services
Interest
Property taxes
General expense

CREDITS
Royalties
Other income

BALANCE, end of period

Nine Month
Period Ended

September 30, 1971

$22,76U.26

3,223.26
3,690.00
U69.0U

286.83

32.15
7.701.28

2,700.00
8.912.U7
11.612.tl7'

$18,853.07

Period Ended
December 31,

1970

$1̂ ,31*0.71
3,582.00
1,038.19
2,068.53
707.50
302.99

1,1492.57
23.532.49

300.00
1468.23
768.23

$22,76U.26

See accompanying notes.
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ALICE CONSOLIDATED MI1IES, INC.
(An Idaho Corporation)

Wallace Idaho

STATEMENT OF CASH RECEIPTS AND DISBURSEMENTS
From date of incorporation (July 11, 1969) to December 31, 1970

and the nine month period ended September 30, 1971

R E C E I P T S

Sale of investments (at cost)
Loans and advances
Advance royalties
Collections of accounts receivable and
other amounts from consolidation

Other income (sale of timber)
Total receipts

Nine Month
Period Ended

September 30, 1971

$ 2,700.00

8.912.U7
11,612.47

Period Ended
December 31,

1970

$18,659.62
17,500.00

300.00

8,623.06
U68.23

5̂,550.91

D I S B U R S E M E N T S

Loans and advances repaid 5,000.00 12,500.00
Legal fees 3,382.29 15,990.61
Office services U,872.00 1,185.00
Office supplies and expense 720.12 675.13
Geological and engineering services 259.60
Interest 286.83 707.50
Property taxes 302.99
General expense 32.15 305.88
Organization expense 397.70
Expenses relating to consolidation 2,306.86 7,599.91

Total disbursements 16.600.25 39,92̂ .32

Net increase (decrease) in cash during period (̂ ,987.78) 5,626.59
Cash balance at beginning of period 5,626.59

Cash balance at close of period . . $638.81 $5,626.59

See accompanying notes.
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ALICE CONSOLIDATED MI1ES, INC.
(An Idaho Corporation)

Wallace Idaho

STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY
From date of incorporation (July 11, 1969) to September 30, 1971

Date
Issued

Capital stock, par vaue
per share

Authorized
Issued

Shares

10,000,000
8,028,675

Value

$1,000,000.00
$802,867.50

An analysis of shares issued
is as follows:

Issued in exchange for assets:
Property
Investments
Accounts receivable
Cash and other
Less liabilities assumed

Sold under subscription receivable
Issued in payment of loan assumed

Totals

(l) Par value of stock issued
Paid in capital in excess of par

Stockholders' equity, September 30, 1971

Shares

8,028,675

Value for
Which '

Issued

7-2U-70
7-2U-70
7-2U-70
7-2U-70
7-2U-70

11-2-70
11-2-70

8,000,000
18,660
2,336
5,278

(22.313)
8,003,961

10,000
1U.71U

$800,000.00
18,659.62
2,336.UU
5,278.U3

(22,313.91)
803,960.58
10,000.00
lU.7lU.00

$828,67^.58 (1)

$802,867.50
25.807.08

$828,67^.58
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ALICE CONSOLIDATED MINES, INC.
(An Idaho Corporation)

Wallace Idaho

NOTES TO FINANCIAL STATEMENTS
September 30, 1971 #**

NOTE 1: S

•Mining properties have been recorded at $800,000 which was the
par value of the capital stock issued to the respective transferor
companies in exchange for the properties. At the time of issuance, the
shares of Alice Consolidated Mines, Inc., had no determinable inarket value.
The income tax basis of the property is approximately $302,50O.

The number of shares issued to each of the transferor companies
was determined by the weighted percentage of the acreage each contributed to
the corporation as evaluated by independent geologists and which resulted
in the following stock issuances and valuations:

Percentage Value
Company of Total Shares Assigned

Alice Silver-Lead Mining Company 28.95̂  2,316,000 $231,600
Mullan Silver-Lead Company 21.20 1,696,000 169,600
United Lead-Zinc Mines Company 35.̂  2,832,000 283,200
Golconda Mining Corporation 10.08 806,̂ 00 80,6̂ 0
Square Deal Mining & Milling
Company, Limited .̂37 3̂ 9*600 3̂ .960

Total* lOO.OOjt 8,000,000 $800,000

NOTE 2:

The Company has adopted an accounting method whereby advance
royalties and miscellaneous income received and related costs and expenses
have been deferred and will be included in income if and when commercial
production is attained. The Company uses the same method of accounting for
income tax purposes.

NOTE 3:

The Company has entered into a Mining Lease and Agreement dated
April 3, 1970 (effective December 1, 1970) with Hecla Mining Company (lessee)
and lessee has assigned ^0$ of its interest to Newmont Exploration, Ltd.
and 20£ of its interest to Golconda Mining Corporation, subject to defined
terms and conditions. The Lease and Agreement provides, among other thing*,
that: (a) Lessees have the exclusive right to develop and mine the property
and use the related facilities of the Company for a period of 50 years (with
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